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CHAPTER 1: INTRODUCTION 
1.1 Background 
This chapter presents background information regarding global IFRS implementation. The chapter begins by 
discussing the history of IFRS and its ever growing popularity and continues on to discuss the necessity of a 
global set of standards and the benefits that may result from it.  Additionally, the challenges of implementing 
global accounting standards are discussed and a case for the role of Agency Theory in establishing IFRS is 
presented. This chapter also alludes to my theory of multi-agency, a substantial relationship that underscores 
the development and establishment of a single set of accounting rules across countries which have long been 
governed by local or national GAAPs. This chapter brings to the forefront the main problems which are under 
investigation and presents essential data for analyzing other issues in later chapters such as the effects of IFRS 
at the macro-economic level.  What will changes in reporting standards do to the data companies present to 
investors?  If full adoption is the goal and were successfully achieved, including IFRS as a tax base, what 
would occur as the standards are implemented? How would company data be reinterpreted, what effect would 
this have on FDI? How would government tax revenue be affected? In turn, how would the combination of 
changes in FDI and tax revenue affect the health of the nation, or in a more simple term, how would GDP be 
affected? These are just some of the major concerns being addressed that will greatly enhance the highlight 
the significance of the study.  
So what are IFRS, they’re a set of global international accounting standards designed to help 
equalize financial reporting globally. In the past several decades IFRS have continued to garner global 
support and have been implemented throughout the world. This accounting revolution began as an effort by 
industrialized nations to create a set of accounting standards that could be easily implemented by smaller 
nations that were unable to create their own.  However, as the world became more global, regulators, 
investors, companies, and auditing firms began to realize the vital importance of a common set of accounting 
standards. (AICPA1) 
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International accounting standards first came to prominence during the late 60s and early 70s but 
only really started to gain momentum in the last few decades. Since then there have been numerous attempts 
to implement some form of global harmonization or standardization in an attempt to simplify financial 
markets internationally and encourage capital investment. It is important to note that there is a significant 
difference between the term harmonization and standardization. Harmonization attempts to move away from 
diverse forms of accounting towards a common standard, while standardization on the other hand is 
agreement between various governing entities to utilize the same accounting standards (Ellwood, 2016). In 
either case the objective, in short, is to provide financial information that is useful in making decisions 
regarding buying and selling or holding equity and debt instruments, and providing or settling loans and other 
forms of credit (Ellwood, 2016). Additionally International Financial Reporting Standards (IFRS) reduce 
information asymmetry, reduce home country bias and thereby enhancing the appeal for foreign investors. 
With that in mind, simply attaching the label of IFRS is insufficient to procure foreign investors. The research 
of Hansen et al, shows a strong correlation between company transparency and foreign investment and further 
demonstrates that IFRS adoption can mitigate the extent of home bias when applied rigorously (Hansen et al., 
2013). 
“The objective of financial statements is to provide information, about the financial position, 
performance, and changes in financial position of an entity, that is useful to a wide range of users in making 
economic and investment decisions” (KMPG). The use of IFRS has the potential to reduce earnings 
manipulation and improve stock market efficiency. According to recent research, there is no question that 
IFRS adoption provides various benefits by enhancing comparability of financial statements, lowering 
transaction costs, providing access to international capital, and increasing international investment (Dunne et 
al., 2008). Higher quality accounting and transparency enable investors to make informed decisions, as they 
attempt to predict the firm’s future performance. 
The information provided by annual reports is used for analysis and decision-making purposes. Due 
to variations among accounting methods, legal systems and cultures, the data is often presented in contrasting 
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ways that can be misleading when comparing financial data between companies.  Despite this challenge, a 
wealth of information is provided in these reports which enable useful comparisons to be made. In comparing 
these reports it is essential to insure that the accounting practices do not differ to an extent that the 
comparisons are meaningless.  Though the trend toward globalization continues to hold sway and the move 
towards a single set of standards looks ever closer, regional accounting will continue to play a notable role.  
Today, more than 174 jurisdictions throughout the world are utilizing some form of IFRS for 
accounting purposes. Many jurisdictions still utilize their own local GAAP. However, they claim that it is 
based on, similar to, or converged with IFRS. (Deloitte1) throughout most of Europe IFRS is the accounting 
standard utilized for both reporting and statutory filings. In other jurisdictions such as the US however, IFRS 
are used simply for reporting to investors and hold no bearing on statutory filings. While the United States is 
not formally adopted IFRS has stated that its accounting practices under US GAAP are equivalent to IFRS 
Via Convergence. Similarly other major economies such as Japan India and China have yet to fully adopt, 
however, they are steadily working towards convergence. (PriceWaterhouseCoopers1, 2014) 
 
1.2 Why Hasn’t the World Standardized 
The reason for the delay in implementing IFRS globally is that the standards have the potential to affect 
financial figures and reporting throughout companies, industries and economies. IFRS becomes extremely 
important when we consider common issues such as capital fundraising which has become a very 
international activity. Given that most nations utilize some form of local generally accepted accounting 
principles (GAAP), it is extremely challenging, for international investors to effectively evaluate the quality 
of a company and understand its financial position. By standardizing the reporting method, international 
investors are able to make more informed decisions and better understand the complex dealings of 
multinational corporations (PriceWaterhouseCoopers1, 2014). The research of Maines et al. provided a 
splendid example of the differences when investors compare companies via return on equity (ROE). If for 
example, Glasco SmithKline’s financial statements are prepared under GAAP and Smith and Nephew’s 
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financial statements are prepared under IFRS, then GSK will show and an ROE of 12.9% as compared to a 
more attractive ROE of 34.3% for S&N. If we were to reverse the circumstances however, under IFRS, 
GSK’s ROE would be 58.6% versus 31.8% for S&N. (Maines et al., 2009) 
 
(Figure 1.1: One World - One accounting-page 532) 
 
1.3 Objective 
IFRS are designed to equalize reporting standards globally by bringing reporting transparency to FDI. This 
study aims to identify; 1) implementation and IFRS compliance among companies, 2) changes in reporting 
under IFRS, 3) the impact of IFRS on financial ratios as a means of observing shifts in leverage, and 4) the 
impact of  these changes on GDP statistics, and key economic indicators for FDI. In pursuing this research the 
author has also demonstrates the inseparable relationship between investors, companies and governments and 
puts forth that the future success of IFRS requires a properly functioning multi-agent relationship. 
 
1.4 Motivation 
My primary motivation was to identify the realistic value or impact of IFRS at the macro level. I undertook 
this research task to fill a large research gap in our knowledge of the macroeconomic impact of IFRS 
implementation.  My second motivation is to understand the real impact IFRS might have if implemented for 
statutory information filing to include taxation. It is my hope that better understanding this information could 
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be beneficial to countries still contemplating or holding back from the shift to IFRS. This information will 
present a basis for analyzing the effect IFRS on macro economies and the shifts that could potentially 
accompany full IFRS adoption by the top global economies.  
 
1.5 Research Problems 
What impact would IFRS implementation have on global economies, what would they do to the 
macroeconomic environment? 
There have been few research studies which reviews the relationship between Financial Ratios and 
GDP, there is a large information gap related to the affect IFRS will have on companies, investors, and 
economies in the macroeconomic environment.  My research aims to examine the changes IFRS adoption 
may cause on company reporting and GDP.  My study contributes to professionals around the world by 
providing in-depth information that can influence managerial decisions related to IFRS implementation, 
economic and corporate health and indicators for Foreign Investors.   
 
1.6 Research Questions 
There are a number of questions that the topic of IFRS poses for any country contemplating adoption.  But 
perhaps some of the most relevant would be to answer how IFRS affect financial indicators and would they 
have a notable impact on FDI? Even more specifically, if IFRS were implemented, how would the changes in 
financial reporting affect GDP? To reach these vital questions we might first have to discover and understand 
the factors which are limiting adoption and preventing implementation which leads the author to ask whether 
there is an Agency relationship.  If we look at the effect of IFRS on national economic data, or rather if we 
analyze the macro-economic impact, will it be influenced by the implementation of IFRS?  If both financial 
reporting figures as well as national macro-economic data are being affected by IFRS how might this shift the 
data present to and analyzed by the investors?   
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If full adoption is the goal and were successfully achieved, what would occur as the standards are 
implemented? How would company data be reinterpreted, what effect would this have on FDI? How would 
government tax revenue be affected? In turn, how would the combination of changes in FDI and tax revenue 
affect the health of the nation, or in a more simple term, how would GDP be affected? These are just some of 
the major concerns being addressed that will greatly enhance the overall significance of the study. 
 
1.7 Hypothesis 
To address these questions and guide the research in an organized fashion, four hypotheses are put 
forth to be validated or disproven in turn.  The first, H1: IFRS can alter financial ratios significantly.  
This is a primary one to consider as the influence of IFRS are financial reporting has the power to 
influence both management and investor decisions and therefore is a point worth clarifying before 
adoption is even considered. Next, H2: IFRS implementation applied to the largest companies, by 
revenue, within an economy can affect GDP significantly.  If IFRS can affect the ratios to question 
whether they can impact the another major metric for investment considerations, a countries GDP. 
Assuming H2, then research seeks to address H3: IFRS implemented across a global economy for 
statutory filing can shift economic wealth. Finally, the author puts forth H4: Successful IFRS 
implementation needs cooperation from investors, companies & governments.  This is essential to 
understanding the relationships between the primary actors in IFRS implementation and understanding 
what the influences at each level.  Additionally, failure in the agency relationship would constitute a 
failure in the utilization of IFRS and ultimately endanger investors as they’ve drawn by the promise of 
transparency afforded by IFRS and a violation of agency would ultimately be a violation of investor 
considerations, a condition best identified quickly. 
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1.8 Research Methodology 
This research focuses on accomplishing three primary tasks. The first is to present the basis of the author’s 
theoretical model, hence forth referred to as multi-agency. The purpose and value of this model comes in 
helping to assess the relationships between investors, companies and governments. It is not a tool of 
calculation but rather a tool of analysis.  Though a tool of original creation based on game theory and classic 
agency, it was later found to encompass and combine interest theory, group theory and the Haber mas’ 
approach into one comprehensive reasoning tool that can help assess a countries’ investment worthiness as 
well as help clearly identify factors that may present challenges or barriers to IFRS adoption. 
 Next, a historical analysis of the accounting systems of the sample selection is presented. It presents 
the background and history of economics and society that have shaped the more modern day accounting 
standards and helps to clarify the challenges faced by non-adopters. It further presents details about the 
quality of the accounting systems, their level of transparency and enforcement as well as utilizes the 
multi-agency model to analyze potential IFRS implementation failures and barriers to proper application.  
This helps to establish proof as to why convergence tends to be the elected choice of implementation.  
Finally, this research analyzes shifts in GDP and financial data for the top 10 global economies and 
their top 25 listed companies, in the years of IFRS adoption and the 2012 fiscal year.  It attempts to 
determine whether IFRS based information, if utilized in statutory reporting could potentially shift 
financial ratios or GDP figures and ultimately impact economic and corporate valuations and FDI.  
 
 
1.9 Theoretical Framework 
This study is based on extensive literature review which supports the author’s assumptions on the effects of 
IFRS in a global economy as well as the existence of Multi-agent relationships which plays a key role in and 
the implementation of IFRS. The relationship at the microeconomic and macroeconomic levels is evaluated to 
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determine the current level of accounting quality and the benefits IFRS may present. Moreover, the model 
empirically examines data collected from companies, global financial analysis data from organizations such 
as the World Bank and International Monetary Fund (IMF) as well as the data presented by IFRS 
development bodies. 
  The framework of this research assumes the implementation of IFRS will improve the quality of 
accounting information and that this will ultimately translate to increased foreign investment.  The underlying 
assumption that undermines this possibility is the existence of the multi-agency relationship which 
demonstrates the difficulties that threaten foreign investment and standard adoption by government entities. 
The quality of financial information provided in financial statements is highly relevant to for both the 
investors and the governing agencies and unquestionably influential in relation to the user’s decisions as 
relevant information has confirmatory or predictive value as they demonstrate historical patterns for current 
and past market and corporate activities.  
The analysis performed in this study demonstrates the effects of IFRS adoption following 
implementation and presents realistic demonstrations of the potentially likely outcomes of IFRS 
implementation. At the same time, it demonstrates to other financial users the pitfalls of the IFRS hype and 
presents proof that while ideally adoption should present primarily benefits, in some cases it can be used to 
the detriment of investors and other users of financial information.  The data is not always presented 
appropriately and in good faith thus reducing the comparability, transparency, and relevance of the data. 
Within the framework and conceptual issues presented in this study we will address the hypotheses 
are develop a clearer understanding of the relationship between the adoption of IFRS and the factors that 
influence the decision and adherence to the IFRS model. The first study will deals with establishing a viable 
basis for the existence of the multi-agency model and demonstrating the validity it presents in determining 
decisions for all parties involved in the process of IFRS adoption and usage. It focused on showing the 
relationships between the parties their overlapping interests as well as the asymmetric information problems 
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that hinder IFRS adoption efforts.  This is accomplished in conjunction with three pre-existing theories that 
support and validate the model created by the author. Though identified after the initial multi-agent model 
was presented, the three theories, if used in conjunction, can provide the same evaluation capabilities as the 
multi-agency model. 
The second stage closely analyzes the regional economies and identifies the cultural, societal and 
political factors that make create a fertile environment for meaningful IFRS implementation or conversely 
highlight the shortcomings that might indicate and illegitimate attempt to implement IFRS. Specifically the 
historical accounting for each economy is looked at as well as the current practices and an evaluation of 
transparency practices. The aim of the section being is to show the realistic results and evaluate the 
effectiveness of implementation. 
The third section focuses on historical proof to present proof that IFRS adoption has a notable impact 
on economic markets.  By analyzing IMF data of a historical periods preceding and following he point of 
adoption , we are able to clearly see market trends and make reasonable assertions about the effect IFRS 
implementation played in the market results. 
Finally, by comparing statutory financial ratio data present by Reuters and comparing it to IFRS 
based calculations we are able to present further proof of the substantial effect IFRS pose on markets and 
market players.  It serves as a further support for the data presented in the World Bank data and demonstrates 
from a direct vantage point, that of the investors, the influential impact of IFRS on macroeconomic data used 
for investment and adoption decisions. 
 
1.10 Contribution 
Generally, the findings from this study contribute to the ongoing debate on whether the adoption of IFRS 
enhances the quality of financial reporting by providing evidence from a macroeconomic vantage point. The 
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study examines the effect of implementing IFRS and could be useful to contribute to accounting 
harmonization literature in on a global level. The study provides insight into issues that influence policy 
makers and guide the decision making process. For instance, this study will demonstrate via the effects of 
IFRS implementation on the 2012 financial statements, disclosures and other accounting information.  
The findings may also be relevant to international regulators and institutions involved in the process, 
since the results provide example of how firms required to applying IFRS have approached the process in 
specific country. The finding may be beneficial in meeting the IASB’s objective, particularly its third 
objective ‘to promote convergence between national accounting standards and IFRS’ has been accomplished 
in developing countries. The results of this study can also be used to better comprehend the extent of 
harmonization of IFRS among developed economies so that the IASB can devise more suitable strategies and 
apt accounting standards. In short, this research contributes to the global discussion on the effect of IFRS-
based accounting standards in a macro setting. 
 
1.11 Structure of Thesis 
This dissertation is divided into e chapters. The remainder of Chapter 1 presents the author’s case for the role 
of Agency Theory in establishing accounting standards and implementing them. This chapter also alludes to 
the existence of a more substantial relationship, henceforth referred to as multi-agency, that underscores the 
development and establishment of a single set of accounting rules across countries which have long been 
governed by local or national GAAPs. This brings to the forefront the main problems which are under 
investigation. Chief among these being what affect will IFRS have at the macro-economic level.  What will 
changes in reporting standards do to the data companies present to investors?  If full adoption is the goal and 
were successfully achieved, what would occur as the standards are implemented? How would company data 
be reinterpreted, what effect would this have on FDI? How would government tax revenue be affected? In 
turn, how would the combination of changes in FDI and tax revenue affect the health of the nation, or in a 
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more simple term, how would GDP be affected? These are just some of the major concerns being addressed 




Chapter 2 gives in-depth information which explains the need for international financial reporting standards, a 
review of studies which provide a basis for the construction of a model or theoretical framework, related to 
the effects of IFRS implementation on company financial reporting information, which will also serve as a 
basis for this study’s hypothesis, and finally the need for a well-defined understanding of the broad reaching 
affects IFRS will have on a global macroeconomic scale. 
Chapter 3 discusses IFRS implementation and the affect it has on company financial reporting. It looks 
closely at the strongest publically listed companies within the top economies and demonstrates the varying 
effects of IFRS on financial figures in contrast to those prepared under traditional models such as US GAAP 
and other popular reporting standards.   In each case the most influential IFRS for each company will be 
closely examined in order to assess the greatest impact on financial figures.  
Chapter 4 analyzes the history of accounting in the China, Japan, Russia and India to better understand the 
factors to influence accounting methods. 
Chapter 5 analyzes the history of accounting in the US and Brazil to better understand the factors to influence 
accounting methods. 
Chapter 6 analyzes the history of accounting in the EU to better understand the factors to influence accounting 
methods. 
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Chapter 7 analyzes the impact of IFRS on GDP, FDI and other Economic indicators among the sample 
economies in this study. 
Chapter 8 contains a financial ratio comparison and analysis for the EU countries included in this study. It 
concludes with a final summary of the study’s findings and discloses conclusions drawn from the findings. A 
discussion of any challenges faced in pursuing this research as well as recommendations for further study will 
also be included. 
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CHAPTER 2: AGENCY AND LITERATURE REVIEW  
2.1 The Role of Agency Theory 
The theory of agency was developed independently by both Stephen Ross and Barry Mitnick in 1973.  Ross is 
credited with originating the theory of agency in the area of economics. He clearly identified the agency 
problem as being generic to society.   Ross's approach focused on the problems innate within agency 
relationships and identified significant existing problems and variables dealing with them as a decision based 
incentive problem, ignoring the components that wholly constituted the agency relationship. Mitnick 
concurrently developed the institutional theory of agency. His approach, while overlapping in areas, focused 
primarily on the relationships within institutions, specifically focusing upon the relationship between 
managers and employees. Their works are essentially parallels and both avenues of research stem from basic 
imperfections found in agency relationships (Mitnick, 2013). To fully understand the theory of agency it is 
important to consider both economic and institutional theories. 
The theory of agency is a supposition that explains the relationship between principals and agents in 
business. Agency theory is primarily concerned with resolving problems that exist in agency relationships; 
that is, between principals (such as shareholders) and agents of the principals (for example, company 
executives). 
Agency theory addresses two concerns: “the problems that arise when the desires or goals of the 
principal and agent are in conflict and the principal is unable to verify the agent's actions.’ and ‘the variance 
n risk tolerance which may lead the principal and agent to take different actions” (Caers DuBois, et al.2013). 
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 Figure 2.1: Standard Principle-Agent Example 
 
 
The theory of agency derives its basis from the law of agency which is defined as a consensual 
relationship created by contract or by law where one party, the principal, grants authority for another party, 
the agent, to act on behalf of and under the control of the principal to deal with a third party. An agency 
relationship is fiduciary in nature and the actions and words of an agent exchanged with a third party bind 
the principal (DeMott, 2003). One important factor to note is that in a simplistic agency model there is only 
one point of information asymmetry. 
But perhaps we might more specifically define agency as a situation wherein an agent acts on behalf 
of a principal within the scope of his authority which has been granted to him expressly or can be implied 
from the circumstances. The Agent’s actions bind the principal and the third party unless it follows from the 
circumstances of the case that the agent under takes to bind himself only (Easley and Kleinberg, 2010). The 
theory of agency is plagued by the problem of information asymmetry; a situation in which one party in a 
transaction has more or superior information than another. This causes potentially harmful situations because 
one party can potentially take advantage of the other party's lack of knowledge (Akerlof, 1970). Management 
and investors are constantly in need of vast amounts of high quality data thus enabling them to make well 
informed decisions that minimize risk and maximize return.  Time and cost constraints often make perfect 
information impossible and the pursuit of it unrealistic. Information asymmetry is inevitable.   Even if two 
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parties are granted access to the same information, there is generally private information which will not be 
shared. Even if both parties were to receive the private information, the interpretation and extraction of useful 
details from the information would be unlikely to yield equivalent results, ultimately leading to agency costs. 
 
2.2 AGENCY OR STEWARDSHIP 
For the purposes of this paper, explanation is limited to the examination of information asymmetry between 
companies, financial markets, and government, focusing on information asymmetry and assuming ‘There is 
goal conflict between the principal and the agent.’ “Agents have more information than principals, which can 
be exploited for self-gain” (Van Slyke, 2007). At this point, it is important to mention another viable theory as 
well. A case for the application of stewardship theory could be argued as an alternative to a standard 
principal-agency approach. Stewardship theory holds that managers, left on their own, will indeed act as 
responsible stewards of the assets they control. In American politics, an example of the stewardship theory 
might be a president governing based on their belief that their duty is to do whatever is necessary in national 
interest, as opposed to one group or body (Marguiles, 2014). Though it could be argued that bureaucracy is 
better approached by way of stewardship theory, an evolved principal-agent relationship often develops, 
which mirrors some of the practices put forth under stewardship theory (Van Slyke, 2007). 
Both agency theory and stewardship theory deal largely with trust and a belief, one way or another, 
as to whether agents work for the benefit of the principal or whether they require more specific motivation. 
Agency theory, in its assumption that an agents' self-interest will interfere with principals agenda deals largely 
with incentive programs for aligning interests.  Stewardship is more often than not applicable in instances 
where financial remunerations are not possible and the currency of incentive is instead, replaced by the status 
of reputation.  This is most readily seen in the relationship between politicians and constituents. 
Failure to adhere to the agenda of constituents can lead to significant and immediate consequences, 
perhaps chief among them being the destruction of reputation which acts as a sanction. This same incentive 
"scheme" can be applied in instances of evolved agency relationships. Agents achieve reward in the form of 
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enhanced reputation and sanction in the form of damaged credibility. In instances such as bureaucratic 
oversight where market share maybe devoid of competition, diminished reputation may have no adverse 
effect on a provider's opportunity for continued contracting in the way that agency theory suggests that it 
should (Van Slyke, 2007). 
 
2.3 Establishing the Principal-Agent Relationship 
In a traditional principal-agent relationship, such as that observable between shareholders, i.e. investors, and 
the management of listed companies, shareholders act as the principal and invest in a company expecting an 
acceptable return on their investment in the form of dividends or similar remuneration. In contrast, managers 
are interested in maximizing their own gains which are most often achieved by maximizing the profit of the 
company. The contrasting interests are usually overcome by means of incentive plans. Examples include; the 
granting of stock, stock options, and bonuses to promote practices that align managers interests with of the 
investors (Zhang, et al. 2008). 
It can be argued that a similar situation exists between investors and government or bureaucrats.  
Investors desire to maintain all of the benefits and protections of government.  Taxes are levied against them 
in order to fund these efforts.  The investors, i.e. constituents, expect government and their elected bureaucrats 
to work in their best interest. Individuals or groups prefer optimizing their own gains to sacrificing for the 
benefit of another individual or collective.  Therefore agents will often pursue actions that benefit them, 
regardless of the consequences inherent to the principals (Meckling, 1976).  
Although governments, or bureaucrats, act in the role of agents, history has repeatedly demonstrated 
that in the political arena, self-interest tends to prevail over principal interest.  Additionally with so many 
elected bodies being pressured from various angles, it is difficult to ensure that a principal’s needs are met at 
all.  Furthermore, the extent to which government works in the interest of principals often extends only as far 
as will secure the continued patronage of the principal while ensuring government interests are protected. 
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It is here that we are forced to diverge from a standard principle-agent problem and advance to a 
multi-agent problem. Often you see government or companies mentioned as the principal in an agency 
problem. In contrast this multi-agent problem displays both as agents of investors. It clearly demonstrates that 
information asymmetry, agency cost, and conflicting interests; assert their presence in the equation.   
2.4 Multiple-Agency 
Agency relationships often have significant information asymmetry.  Such relationships are at their most 
asymmetric point when basic agency theory breaks down.  Preferences are unknown or go unsatisfied, 
contracts are not formulated, incentives are not fashioned, monitoring goes un-mobilized, and sanctions are 
not levied (Shapiro, 2005). In regards to a regulating body, investors are often left with the SEC or other 
similar agencies, to ensure their protection and uphold their expectations. However, the investors do have 
some control of the legislators that govern the SEC and can thereby influence matters in that way.  As far as 
the selection of their other agent in this scenario, investors always have their choice of which company to 
entrust their investment to. Ultimately a successful principal-agent relationship should decrease uncertainty 
and Agency Cost and adhere to the interests of the principal. 
The difficulty that arises in a multiple-agent problem, especially in this example, is that agents often 
have competing interests. Companies are not necessarily eager, but are often willing to undertake actions, 
such as the adoption of IFRS. The potential increase in foreign investment is a significant incentive for them 
to do so. Companies do face the risk of increased taxation; however the benefits can potentially outweigh the 
drawbacks of open disclosure.  An important variation point to note in the multi-agent model, is that unlike 
the standard agency model which has only one point of information asymmetry, the multi-agent model has no 
less than three points which drastically complicates any engagements between parties. 
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Figure 2.2: Multi-Agent Example 
 
2.5 Modified Multiple-Agency 
Agency relationships often have significant information asymmetry.  Such relationships are at their most 
asymmetric point when basic agency theory breaks down.  Preferences are unknown or go unsatisfied, 
contracts are not formulated, incentives are not fashioned, monitoring goes un-mobilized, and sanctions are 
not levied (Shapiro, 2005). In regards to a regulating body, investors are often left with the SEC or other 
similar agencies, to ensure their protection and uphold their expectations. However, the investors do have 
some control of the legislators that govern the SEC and can thereby influence matters in that way.  As far as 
the selection of their other agent in this scenario, investors always have their choice of which company to 
entrust their investment to. Ultimately a successful principal-agent relationship should decrease uncertainty 
and Agency Cost and adhere to the interests of the principal. 
The difficulty that arises in a multiple-agent problem, especially in this example, is that agents often 
have competing interests. Companies are not necessarily eager, but are often willing to undertake actions, 
such as the adoption of IFRS. The potential increase in foreign investment is a significant incentive for them 
to do so. Companies do face the risk of increased taxation in the future; however the benefits can potentially 
outweigh the drawbacks of open disclosure. Important to note is the reduced information asymmetry present 
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in a modified multi-agent model.  As the interests of the state run enterprise and the state can general be said 
to coincide with one another’s agenda. 
 
 
2.6 Agency Costs 
We can at this point, readily identify a clear example of the potential costs involved.  The adoption of IFRS 
would require governments to give up considerable control of their sovereign taxation rights, potentially 
reducing their income tax receipts.  This is a strong disincentive for the official adoption of IFRS over a 
country's established GAAP. 
All agency relationships are encumbered by agency costs. Agency costs are defined as a type of internal 
cost that arises from, or must be paid to, an agent acting on behalf of a principal. Agency costs arise because 
of core problems such as conflicts of interest between shareholders and management. Shareholders wish for 
management to run the company in a way that increases shareholder value. But management may wish to 
grow the company in ways that increase their personal power and wealth and are not necessarily in the best 
interests of shareholders (Meckling, 1976). It is important to realize that there will always be divergence 
between an agent’s decisions and those decisions which might benefit the welfare of the principal.  This 
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residual loss should always be expected and cannot be completely eliminated outside of a theoretical perfect 
principal-agent relationship. 
Various agency costs exist, however, for the purpose of this article we will limit our mention to 
adverse selection and moral hazard, both of which deal with market failure. Adverse Selection may be 
defined as: A phenomenon wherein the one party is confronted with the probability of loss due to unknown 
risk which were not factored in at the time of sale (Young, et al. 2011). Moral Hazard may be defined as: 
The risk that a party to a transaction has not entered into the contract in good faith, has provided misleading 
information about its assets, liabilities or credit capacity, or has an incentive to take unusual risks in a 
desperate attempt to earn a profit before the contract settles (Research and Guidance Committee, 2013). 
For our purposes we can say that adverse selection occurs when a party, most commonly the agent, 
has better information than the other party, generally the principal, prior to the establishment of an agency 
relationship. This allows the party with the better information, in this case the agent, to act opportunistically 
prior to the establishment of any binding obligation. In an instance of moral hazard the party would act 
opportunistically after the establishment of a binding obligation. A simple example which demonstrates 
adverse selection would be investors receiving information procured by the SEC.   Such information would 
have been procured through independent audit demonstrating that a firm was adhering to GAAP and 
disclosing accurate details related to sales, assets, and earnings.  Bad firms sometimes slant their 
information to improve the outlook to investors which in turn causes adverse selection for investors.  That 
money could have been invested in a better firm if the investors possessed more accurate information. 
An example of moral hazard on the other hand, can be shown in the form of a firm selling stock 
under the guise of investing in valuable assets but instead using those funds to pay off retirement debt. 
Without strong safeguards in place for both parties to enforce obligations, there is the strong possibility for 
deceit and misappropriation. 
Figure 2 demonstrates the complexity of introducing a second agent to a relationship. The areas in-
between principals and agents are where asymmetric information lies. The lower half of the figure 
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demonstrates overlapping or competing interests between agents. Some examples of asymmetric 
information utilized in a multi-agent problem might be controversial legislation, or the leaking of 
information between agent and principal in regards to other agents (Shapiro, 2005). 
 
2.7 Aligning Interests and Agent Remuneration 
Where government involvement is concerned we are forced to consider the impact of International Financial 
Reporting Standards on tax revenues. Beyond tax revenue, governments do not have profits or monetary 
gains to distribute among public agencies or politicians for adhering to the interests of a principal.   There are 
many metaphors which clearly demonstrate this fact. Politicians seek to obtain votes, bureaucrats need big 
budgets.  
Policy commitments often undermine the expectation of goal conflict resolution between principals 
and agents (Shapiro, 2005). When dealing with political entities, remunerations are usually conferred in the 
form of reputation or sanction.  Proof of the government interest in lost revenue can easily be seen in the 
current case being made against Caterpillar Inc. The US government is alleging that Caterpillar has deferred 
or avoided billions of dollars in tax liability over the past decade. This was accomplished by shifting profits 
from overseas replacement-part sales to a Swiss subsidiary (Hagerty, 2014). 
Additionally the US government is currently scrutinizing Swiss banks participating in the U.S. 
Justice Department program and others outside of the program which have allegedly been hosting  
undeclared  U.S.  assets  to  help  circumvent  tax  payments  (Morse,  2014). Subsequently of interest is the 
fact that Switzerland began IFRS convergence in 2002 and full adoption in 2005, which includes IAS tax 
regulations for listed companies (Larson and Street, 2004). 
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2.8 Conflicting Interests: Simple Scenario 
Recalling from our earlier mention that agents working for a principal often have varying or competing 
interests allows us to look more closely at figure two and acknowledge the potential for agency problems.  
The overlapping region at the bottom of figure two representing mutual interests between government and 
companies, the two primary agents mentioned in this article. These interests rarely align in a convenient 
manner. It is in the resolution of these competing interests that the strongest evidence of and most 
significant source of agency costs may be found. It is perhaps in the form of bureaucratic corruption that we 
can most clearly define this issue. Bureaucratic corruption can be defined as bureaucratic behavior that 
consciously deviates from the formal duties and accepted norms for private advantage (Gillespie, 2011). 
These actions may be found among both politicians and managers, however, for our purposes a simple 
example should suffice to see in what manner it applies. 
A simple yet effective scenario may be crafted in relation to the adoption of International Financial 
Reporting Standards.  Investors desire the use of International Standards to ensure that they are investing 
their funds in, what they believe to be, the best option, thus potentially alleviating agency costs and 
promoting a strong return on their investment. IFRS can be described as essentially “investor focused”. 
The rationale underlying this investor focus is that if the financial information produced satisfies the needs 
of investors, it should also, by definition, meet most of the needs of other users of the financial statements 
(PriceWaterhouseCoopers2, 2011). 
In the current environment, companies are often happy to comply because by providing these 
statements they help promote foreign investment into the company, thereby increasing capital. In 
instances where IFRS have been fully implemented there are various examples of government passed 
legislation guaranteeing there will be no increase in taxation.  This is significant because some studies 
have revealed that the use of IFRS for a tax base in Italy would increase the base tax rate by nearly 11% 
(Marenzi, et al., 2013). Regardless of whether IFRS increases the tax base it is still likely that companies 
would adhere to investor interests to ensure access to investor capital. 
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Governments on the other hand are rarely as responsive to the acceptance of international standards 
due to beliefs that IFRS principles are too ‘investor focused’ to meet the requirements of taxpayers and tax 
authorities. It has been acknowledged that IFRS might be an appropriate place to design a common tax 
base (PriceWaterhouseCoopers3, 2008).  The adoption of IFRS would require governments to waive 
considerable control of their sovereign taxation rights which is a considerable disincentive. Research 
performed in Australia has demonstrated that the application of IFRS in government reporting has shown 
a positive increase in both assets and liabilities (Manzurul and Kamran, 2012).   It provides some evidence 
that suggests IFRS adoption would increase taxable assets for companies as well and thereby potentially 
increases tax revenues for the government.  This same idea is reflected in the fore mentioned Italian study.   
If proven true, it would provide strong incentive for governments to adopt IFRS for various reasons.  
However, until it is proven, it is considered prudent to tote the status quo. 
 
2.9 Agency and Bureaucracy 
The scenario mentioned above provides a simplistic view of one agent working cohesively with the 
interests of the investor while the other does not.  This scenario can become much more complex when one 
takes into consideration the method in which government legislation and politicians are influenced.   It can 
be argued that government and bureaucrats cannot be considered as agents because they are not elected by 
any one individual and are not working for the interests of any select person, generally speaking.  Though 
true it is also an erroneous view. Politicians are usually elected en masse by a collective of people to serve 
that single collective’s various interests. Therefore it is vital to consider that though investors are the 
majority in electing officials to represent them, companies are also comprised of individuals with the same 
rights and privilege. Even companies themselves are now empowered with the ability to elect officials to 
represent their interests. 
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2.10 Corporate and Political Interest 
Prior to 2010 the Taft-Hartley Act of 1947 prohibited labor unions and corporations from spending money 
to influence federal elections and prohibited unions from contributing to campaigns. However, the Citizens 
United V. Federal Election Commission ruling, in 2010, brought to power a new political action committee 
known as a Super PAC (Columbia University, 2009). These committees may not make contributions 
directly to political campaigns  or candidates however so long as they remain independent they may engage 
in unlimited political spending, can raise funds from individuals, corporations, unions, and other groups 
without any legal limit. These Super PACS have continued to gain traction and receive large cash flows in 
which to help support candidates of their choice.  Companies are slowly becoming strong contributors (The 
Wall Street Journal, 2014). 
In the 2012 US primary elections Super PACS spent nearly 40 million supporting Mitt Romney 
(Cillizza and Blake, 2012).  Nearly 16 million was used to support Newt Gingrich (Masso and Gold, 2012).  
Companies are able to use their inflows of investor capital to help fund their support of candidates.  This is 
an important consideration since the candidate selection may not be in alignment with the investors own 
personal wishes and would not have been considered an acceptable use of funds by the investors. 
Additionally the development of the Super PACS gives significant power to foreign companies who 
through localized subsidiaries are able to engage in the sovereign political election process of a nation, 
which under other circumstances would be illegal. 
 
2.11 Conclusion 
Despite the various topics this article was forced to address, the existence of complex multi-agent 
relationships, between government entities, companies, and investors has been demonstrated. Though this 
relationship is not tangible and could not easily be demonstrated through calculus, it suggests a viable 
relationship that must be taken into consideration. Accounting standards are not solely based on the laws of a 
country but on the society as well. The essential background information provided the theories involved and 
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clarified their application in real world examples so that a plausible stance for assuming these agency 
relationships could be established and defended, thereby enabling future research to continue unimpeded.  
Though it must be acknowledged that the accounting systems in various countries differ, it should be 
sufficient to say that if such relationships can be identified in highly structured law and rule based societies 
such as the US, similar relationships exist in other law bound nations, and most certainly exist is less 
restrictive governments, thus permitting a base assumption that investors have an agency relationship with 
both companies and government. 
 
2.12 Introduction and Literature Review 
This section gives in-depth information which demonstrates the importance and influence of international 
financial reporting standards, and reviews studies which support the basis for the multi-agency model and the 
theoretical framework that is assumed when analyzing the effects of IFRS implementation on financial 
reporting information. This section serves to showcase supporting research in the three areas that comprise 
the multi-agent model, investment (investors), capital markets (companies) and economics and taxation 
(government). This chapter solidifies the underlying body of this study’s hypothesis, and clarifies the need 
for a thorough understanding of the broad reaching affects IFRS will have on a global macroeconomic scale. 
Furthermore, the research is presented in such a way as to demonstrate the close-knit multi-agency 
relationship that is assumed throughout this thesis. The fact that IFRS generally results in positive benefits is 
often presented in research papers on the subject. It is generally accepted that using a unified set of 
accounting standards throughout the world has the potential to improve the comparability and transparency 
of financial information, thus alleviating risk for the investors. By decreasing this information asymmetry the 
majority of research suggests that higher quality accounting standards will stimulate capital markets and 
allow cash to flow easily between international capital markets. Through these actions, economies grow 
allowing the government to collect more taxes which can then be reinvested to improve infrastructure. The 
creation of infrastructure will result in more jobs and an improved outlook on economic growth which will 
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lead to yet further investment and self-reinforcing cycle.  Whether the impact is positive or negative holds no 
bearing on this chapter except to reinforce the fact that IFRS are influential enough to impact economic 
conditions and investment opportunities.  
 
2.13 IFRS and the USERS of Financial Information 
This section of chapter 2 focuses on research centered around the relationship between investors and 
companies. Specifically it focuses on research involving investors and the financial information which they 
use to assess investment risk. It also takes a look at research involving the users of financial information such 
as financial analysts. One thing that should be readily identifiable through the literature review in this chapter 
is the relationship between the investor and company and or the relationship between the investor and 
government. The literature presented in the following sections presents examples which can be used to 
solidify the assumption of a multi-agent relationship and works as a precursor to the information, ideas and 
examples that will be presented in chapter 3. 
 (Khlif, et al., 2013) investigated the effect of IFRS on financial reporting. Specifically they focused 
on value relevance and earnings transparency in the form of financial discretionary accruals and capital 
market effects by way of looking at analyst earnings forecasts. Through analysis of factors such as value 
relevance for book value, equity and earnings they were able to quantitatively test the assertion made by 
standard setters and decision-makers. Their results demonstrated that book value of equity in earnings is 
statistically significant and is directly affected by legal origin and accounting and auditing enforcement as 
well as congruency between domestic GAAP and IFRS and the manner in which IFRS is implemented, i.e. 
adoption, convergence or harmonization.  In total the results suggested that IFRS has practical value for 
investors researchers and standard setters (Khlif, et al., 2013).  
A study conducted by (Welker, et al., 2011) sought to investigate how financial accounting 
harmonization affected one particular group of users, financial analysts. The study found that IFRS adoption 
attracts analysts from other countries which are simultaneously adopting IFRS as well as analyst from 
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countries with broad exposure to IFRS. According to this study IFRS adoption improves foreign analysts’ 
forecasting accuracy. According to this study, the more extensively IFRS is implemented the better foreign 
analysts prediction becomes. Conversely though, the researchers state that local analyst forecasting accuracy 
is unaffected by IFRS adoption. This study suggests that there is no identifiable increase in forecasting 
accuracy for analysts from non-adopting countries. In summary their research provides evidence that 
widespread IFRS adoption increases the usefulness of accounting data for financial analysts and enhances the 
comparability of accounting data 
In an attempt to identify corruption and political institutions and accounting environments (Monem 
and Houqe, 2013) investigated 166 countries over more than a decade to identify the role of accounting in 
reducing political corruption. The research goes against the common belief that those wishing to counter 
corruption should pursue higher quality accounting standards. By accessing investor protection and economic 
development data from the World Bank, they first analyzed whether or not a country was IFRS adopter; and 
then identified to what extent investors are protected by the disclosure of ownership and financial 
information. This is in keeping with the perceptions of this thesis, particularly in relation to corruption in 
China, Russia and Brazil where investor protections are often at the whim of a communist state,  a political 
issue which may actually mislead  or hinder the principals, i.e. the investors and financial data users, in the 
multi-agent relationship. Monem and Houqe’s research finds that IFRS do little to combat corruption and 
countries with strong political institutions will likely benefit the most from IFRS adoption, results which hold 
even with the inclusion of the Hofstede Cultural Dimension. 
(Leung, 2015) investigated the legal enforcement of legal protection mechanisms in Canada as a 
means of controlling earnings management.  He questions whether or not in countries will well established 
legal systems and high quality accounting standards, significant benefits may be obtained through changing 
accounting methods. Leung identified that discretionary accruals improved, but Manage Earnings towards 
Target (METT) did not, nor did Timely Loss Recognition (Leung, 2015). Furthermore, he states that firms 
issuing high volume equities are motivated to associate with lower earnings quality. According to his 
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research, some firms are engaged in two distinct strategic directions (prospector vs. defender) both of which 
have systemically dissimilar effects on earnings quality in IFRS adoption. He summarizes his final point by 
stating IFRS adoption does indeed increase firm value, but the increase is achieved at the expense of lower 
accounting quality. 
 
2.14 IFRS and FDI 
So the fundamental question remains, do IFRS represent financial information to market participants in a 
way that is beneficial thereby making markets more efficient when financial data is used? We expected IFRS 
information provided by firms and market participants may differ significantly from information based on 
national GAAP.  Due to differences between requirements of national standards and IFRS, the extent to 
which changes are judged is most readily be discerned is in the form of observable financial benefits within 
capital markets. 
This section of chapter 2 focuses on the effects of voluntary IFRS implementation. It reviews 
research which demonstrates the impact of IFRS on adopters. Most research presented deals with the impact 
of IFRS in capital markets, i.e. giving the firm’s access to foreign cash. This essentially demonstrates the 
relationship between the investors in the companies. Other literature focuses on the tax benefits that may be 
gained by shifting profits to and IFRS tax base jurisdiction, via transfer pricing, or the effects of accounting 
enforcement and earnings management. Both of these examples provide examples of the relationship 
between companies and government. 
(Othman and Kossentini) explored decisions to adopt by looking at institutional and economic 
network theories. They focused on country level effects and institutional pressures of isomorphic change as 
well as economic network pressures. The research confirmed mimetic isomorphism strongly affects the level 
of IFRS adoption. By implementing these new standards higher quality information was provided thus 
establishing international legitimization and attracting foreign investment (Othman, H.B. and Kossentini, A.). 
In summary, they showed that in the global economic system, it is essential for standard setters and market 
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regulators to meet trade partner pressures by providing relevant financial information that is internationally 
recognized and respected. 
(Gassen and Sellhorn, 2006)  focused on three specific research questions; what are the determinants 
of voluntary IFRS adoption by publicly traded German firms, what differences exist in terms of earnings 
quality, and what information asymmetry exists between IFRS and HGB firms. The results suggested 
voluntary IFRS adoption is most greatly influenced by firm size international exposure and dispersion of 
ownership, i.e. investors. Their study showed that IFRS is extremely attractive to young companies seeking 
access to capital markets via IPOs. In regards to earnings quality the researchers determined that IFRS 
provides more persistent, less predictable and more conservative earnings leading them to determine that 
IFRS firms are of higher quality and experience less information asymmetry relative to HGB firms (Gassen 
and Sellhorn, 2006). As for earnings quality, the implementation of IFRS does tend to induce higher 
volatility for stock shares, that is not to say that the quality is less but rather that more information can also 
cause uncertainty for investors. 
(Hail, Luzi and Christian, 2007) undertook the task of identifying the effect of IFRS on capital 
market data. This collection of data would be very influential in considering a firm’s degree of IFRS 
implementation. They sampled a collection of countries throughout the EU   where IFRS is mandatory as 
well as samples from countries where adoption is not mandatory. Unlike other studies, Hail and Leuz’s 
research did not yield significant structural changes leading them to the determination that IFRS reporting 
may be only marginally impacting. 
(De Simone, 2015) questioned whether standardized accounting standards was a factor in tax-
motivated incoming shifting among multinational companies, a topic addressed in later chapters within this 
thesis when referencing  transfer pricing.  De Simone’s results provided evidence of a link between financial 
accounting and tax planning, suggesting that a unifying accounting standard, such as IFRS, across 
jurisdictions increases the flexibility of MNEs to shift income. This kind of flexibility provides lucrative 
opportunities for firm decision makers and tax planners; however it has significant risk as well.  This kind of 
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action is in direct conflict to the individual goals of the government entity of the multi-agent model, which is 
why so many multinational corporations such as Starbucks, Caterpillar and Google are currently ensnared in 
legal proceedings for similar issues which are touched on in later chapters of this thesis. 
(Vogler, 2011) delved into the consequences of accounting enforcement in Germany.  Specifically 
there were investigating whether the objective of consistent and faithful application of accounting standards 
was taking place.  As might be expected the findings suggested that the higher the level of enforcement the 
less errors would be present.  Additionally Vogler, O., et al. provided evidence that earnings quality, stock 
liquidity, and, to a limited extent, the market valuation of companies has been positively affected.  This 
research team conducted their testing under various systems with only slightly varied results, indicating 
somewhat conclusively for them, that higher enforcement yields better earnings management. 
 
2.15 IFRS and Economic Management 
the final section involves literature that discuss the determinants of IFRS adoption within a jurisdiction, the 
impact of accounting harmonization across borders, as well as the effect of IFRS adoption on income tax. 
Both of these demonstrate the relationship between government and corporations and to some extent general 
investors. Though not specifically covered in this literature review, it’s also important to remember that the 
government issues debt securities, which mean government, would be affected by IFRS implementation 
when acting in the marketplace, albeit at the level of government investors not individual investors. Both 
taxation and securities fall into the realm of self-interest which may lead the government to work against 
their principals or constituencies. The multi-agency relationship becomes even more complex and mired if 
you consider nation states which operate as communist regimes full of corruption, such as mentioned in the 
first section of chapter two.  This will be covered in greater detail in chapter three as we look specifically at 
Russia and China which true investor protections can’t be assumed. Most of the literature reviewed in this 
section however works to help reinforce the existence of the multi-agent relationship and the validity of my 
points. 
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 The work of (Tarca, 2012) perhaps more than any other researcher, helps to support the topics presented in 
this thesis. While not one of the initial resources when researching this topic, overlap eventually brought her 
research to the forefront.  Tarca, an academic fellow researcher at the IFRS institute, undertook an extensive 
empirical analysis of the arguments for accounting standardization, via IFRS implementation and provided a 
thorough summary appropriate for this paper.  Among Tarca’s primary determinations was that IFRS 
improve efficiency in capital markets, and promote cross border trade.  In looking at the infrastructure that 
supports IFRS, the researcher states that capacity and institutional incentives are key to successful 
implementation. Furthermore, a strong framework that encompasses legal protection, adequate monitoring 
and knowledgeable representation is vital. Of interest is the fact that Tarca identifies that whereas IFRS 
benefits can easily be presented for firms in developing countries, and developed nations the benefits tend to 
be for the market or nation as a whole. As a result, the benefits to firms may vary significantly at the national 
level. Tarca also suggests that global benefits from the use of IFRS are beginning to emerge. This study not 
only coincides with the topics in this paper but unwittingly presents data in a manner which clearly presents 
the existence of a multi-agency relationship through the deep interconnectedness of the investors, companies 
and government. 
The research of (Holthausen, 2008) studied the impact of accounting standards on financial 
reporting outcomes. By analyzing recent legal literature identified that measures of both public enforcement 
and private enforcement are closely correlated with capital market outcomes and therefore enforcement has a 
significant effect on how adoption affects financial reporting, so much so that enforcement varies widely 
across countries and regions. Holthausen poses the question as to whether or not regulators will offer their 
own interpretations and guidance on IFRS which will in turn influence differences in the standards across 
countries. In short he makes clear that, financial reporting is an endogenous outcome of political and market 
forces within a country. 
 32 | P a g e  
 
The determinants for the adoption of IFRS in developing countries were researched by (Zehri and 
Chouaibi, 2013). Their objective was to identify the factors that clarify the choice to apply IFRS in 
developing countries. They sampled 74 developing countries and their empirical results showed the highest 
tendency towards adoption came from countries experiencing high economic growth, utilizing a legal system 
of common-law and possessing an advanced education system (tertiary education). Other factors that were 
analyzed included culture, the existence of capital markets, the political system and how globalized the 
country. However, they ultimately determined that the institutional environment and macroeconomic data for 
the primary influences on IFRS adoption in developing countries. These results support other research that 
suggests the driving factors behind IFRS adoption differs between developing and developed countries 
(De George, 2013) thoroughly examined the impact of accounting harmonization on cross-border 
capital markets. The study included approximate 14,000 firms from more than 35 countries with data 
spanning a decade. De George carefully controlled for common macro-economic exposures and bilateral 
trade in order to identify incidences of extreme negative market returns cost to local non-adopting countries 
as a result of cross-border IFRS adopter interactions. The researcher demonstrated that volatility of liquidity 
shocks, beyond what economic expectations.  De George’s research indicates that liquidity shocks that 
originate from cross border countries inevitably magnify in intensity as they reach local markets.  De George 
states that while prior studies have shown the common benefits of IFRS adoption in broadening access to 
foreign capital through comparability, familiarity and reductions in information asymmetry, the increased 
foreign investment opens up domestic markets to the threat of cross-border contagion, (De George, 2013) . 
This impact, which De George suggests can outweigh the benefits provided by IFRS adoption, is something 
substantial for standard setters and decision-makers within IFRS adopting jurisdiction to consider. 
(Wendt, et al., 2005) inspected the influence between financial and tax accounting following the 
integration of mandatory IFRS implementation in 2002. Wendt, et al. allude to the fact that compared GAAP 
advance of IFRS as a tax base derives from the creation of a common use tax system in the EU. That said, 
not all IFRS standards were adopted for the purposes of taxation. Wendt, C., et al. points out that only those 
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standards convenient for taxation purposes and applicable under the realization principal were adopted for 
taxation purposes. Wendt, C., et al. states unequivocally that utilizing a common tax base will help reduce 
compliance costs which stem from 25 different tax bases throughout the EU (Wendt, C., et al., 2005). The 
researchers identify such points as depreciation, evaluation of inventories, and provisions for liabilities has 
some of the deduction expenses that would be affected. However, as they point out, the nominal tax rate is 
the most significant and these considerable dispersions of tax burden would not alter significantly. They 
postulate that simply harmonizing tax accounting rules cannot alleviate the differences in corporate tax 
burden. Such results would require a reduction in the nominal tax rate while leaving the effective tax burdens 
unchanged. 
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CHAPTER 3: THE CONNECTION BETWEEN IFRS and FINANCIAL INDICATORS  
 
This section expresses the importance of IFRS as a tool for equalizing information for Foreign Direct 
Investment (FDI). It also highlights the importance of financial ratios and GDP as economic indicators for 
FDI and discusses the manner in which IFRS implementation will have a rolling affect which shifts both 
indicators and will directly impact investment decisions from foreign entities.  
 
3.1 Introduction 
The primary purpose of International Financial Reporting Standards (IFRS) is as a means of reducing 
information asymmetry, reducing home country bias and thereby enhancing the appeal for foreign investors. 
With that in mind, simply attaching the label of IFRS is insufficient to procure foreign investors. The 
research of Hansen et al., shows a strong correlation between company transparency and foreign investment 
and further demonstrates that IFRS adoption can mitigate the extent of home bias when applied rigorously 
(Hansen et al., 2013).   
The objective of financial statements is to provide information, about the financial position, 
performance, and changes in financial position of an entity, that is useful to a wide range of users in making 
economic and investment decisions (KMPG, 2010). The use of IFRS has the potential to reduce earnings 
manipulation and improve stock market efficiency. According to recent research, there is no question that 
IFRS adoption provides various benefits by enhancing comparability of financial statements, lowering 
transaction costs, providing access to international capital, and increasing international investment (KMPG, 
2010). Higher quality accounting and transparency enable investors to make informed decisions, as they 
attempt to predict the firm’s future performance.   
The information provided by annual reports is used for analysis and decision-making purposes. Due 
to variations among accounting methods, legal systems and cultures, the data is often presented in contrasting 
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ways that can be misleading when comparing financial data between companies.  Despite this challenge, a 
wealth of information is provided in these reports which enable useful comparisons to be made. In comparing 
these reports it is essential to insure that the accounting practices do not differ to an extent that the 
comparisons are meaningless.  Though the trend toward globalization continues to hold sway and the move 
towards a single set of standards looks ever closer, regional accounting will continue to play a notable role.   
The relation between FDI and economic growth is frequently studied both theoretically and empirically. 
There are ongoing studies especially on the economic effects of FDI in developing countries. A consensus 
has not been developed yet regarding the results of analyses. Summary of some selected studies will be 
provided below.  
Lynch (2007) examined the effect of IFRS adoption, relating to post-employment benefits and its 
effects on debt/equity ratios. The findings showed a significant increase in debt/equity ratios with three out of 
five Australian companies having an increase while nine out of ten UK companies had an increase in 
debt/equity ratios. Generally the increase in UK debt/equity ratios was of a greater magnitude than the 
Australian companies, which could be due to some of the older UK companies having significant pension 
funds. 
Lantto and Sahlström (2009) undertook the job of proving that IFRS adoption affects key financial 
ratios. Their findings demonstrated a conclusive shift in key financial ratios as a direct result of the 
application of IFRS.  The overall results indicate that the adoption of rules concerning fair value accounting, 
lease accounting and income tax accounting, as well as rules concerning the accounting of financial 
instruments, explain the changes in the key accounting ratios. 
Blanchette et al. (2011) analyzed the impact of IFRS on financial ratios in Canada. They identified a 
fundamental difference between Canadian GAAP and IFRS, fair value accounting and consolidation.  IFRS 
reliance on fair value accounting represents a substantial difference when compared with Canadian GAAP 
and as a result can lead to three possible effects on financial statements; balance sheet figures may be 
adjusted, some unrealized gains and losses will be directly allocated to the income statement, and other 
 36 | P a g e  
 
unrealized gains and losses may not be represented on the income statement until realized through a 
transaction with a third party.  As a result ratios such as liquidity and leverage ratios are affected, due to 
balance sheet variations, and profitability and coverage ratios, shift as a result of balance sheet variations and 
the recognition of unrealized gains and losses. 
Chen et al. (2012) hypothesized that the convergence of domestic and International Financial 
Reporting Standards (IFRS) promoted FDI. Using bilateral FDI data from 30 OECD countries between 2000 
and 2005 they applied a gravity model to their regression model. The results suggest that there is a strong 
correlation between the adoption of IFRS and FDI cash flows, largely associated with the degree of 
convergence. While acknowledging that controlling other determinants of FDI, in particular the rule of law, 
there are shortcomings to the study; it is still arguable that accounting standards represent a specific 
component of institutional infrastructure that is important for FDI.   
Rakesh and Shilpa (2013) used the top 100 companies listed in the Bombay Stock Exchange 
between 2012 and 2013, the researchers queried business leaders and analyzed their findings using statistical 
analysis to determine whether or not a correlation existed between IFRS and adoption and implementation 
and FDI inflows into India.  Their findings suggest definitively that IFRS adoption has indeed been a 
beneficial step for India and has led to increased FDI inflows. 
Duo Qin et al. (2005) aimed to validate the long standing belief that China’s key development 
strategy, investment-driven growth, is indeed responsible for the explosive growth within the Chinese 
economy. The analysis of the long-run GDP trend shows that the Chinese economy has experienced positive 
effect on economic growth as a direct result of cash inflows and accumulated capital. 
Contessi and Weinberger (2009) looked for evidence of a positive relationship between foreign direct 
investment and national growth by looking at foreign direct investment, productivity, and growth using 
aggregate data. Their findings suggest that though the effect on GDP has been studied extensively and most 
literature suggests a positive correlation exists, in reality the evidence is too mixed and there is insufficient 
empirical evidence to lay claim one way or the other (Contessi and Weinberger, 2009, p.75). 
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Agrawal and Khan (2011) investigated the effect of FDI on GDP (economic growth) in China and 
India. Both countries have experienced economic growth in recent years. Through use of their modified 
growth model,   they confirm that FDI promotes economic growth, and further provides an estimate that 
shows China is more significantly affected by FDI with a 1% increase in FDI yielding a 0.07% increase in 
China’s GDP while India’s experiences only a 0.02% increase in GDP. (Agrawal and Khan, 2011) 
Dunne et al. (2008) closely examined the implementation of IFRS in three countries: the UK, Italy and 
Ireland. The study focuses on these three countries because it was expected that companies in countries with 
a similar national accounting environment, such as the UK and Ireland, would experience similar reporting 
changes following the adoption of IFRS, and that companies in countries with a very different reporting 
environment, legal system and culture, such as Italy, would be affected differently by the adoption of IFRS. It 
provides a very thorough evaluation (Dunne, et al., 2008). 
 
3.2 The effect of IFRS on Financial Ratios  
IFRS, to the best of my knowledge, are not applied with the express intent of altering financial ratios.  That 
does not however allow professionals the luxury of being ignorant to the impact these new IAS will have 
when implemented.  The changes, often varied in nature, are of paramount importance not only for the 
managers who use them to help determine their strategy and course of action but for the investors and 
creditors as well who will in turn inject money into these enterprises.  The fact that IFRS are far less rule 
based than traditional GAAPs allows a great deal of leeway in reporting and to some extent it provides a 
great deal of flexibility in the manner that data is displayed. 
Various researchers have pondered these very ideas and spent extensive hours identifying significant factors 
and statistically checking their connections.  Results from researchers such as Blanchette et al. (2011), Lynch 
(2007), and Lantto and Sahlström (2009) have indeed shown that the adjustments made when reporting under  
local GAAP, versus IFRS, tends to produce notable differences but given that each local accounting practice 
tends to have its own unique intricacies even these discrepancies are not uniform internationally.  
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For example, more than one financial ratio is affected when converting U.S. GAAP to IFRS. A few of the 
more notable variations that may occur include the current and quick ratios, due to the method of inventory 
utilized. Another example is the interest coverage ratio, since earnings before interest and taxes directly 
correlate with differences in the cost of goods sold.  
Prior to IFRS changeover, regression analysis of Canadian GAAP and IFRS showed high volatility 
between the two regimes due largely to differences in the application of fair value accounting. There were 
significant differences in the values of ratios such as current and quick ratios, debt, alternative-debt and 
equity ratios, interest coverage, fixed-charge and cash-flow coverage, return on assets (ROA), 
comprehensive-ROA and price-earnings related ratios (Blanchette et al., 2011) 
The thorough research of Lynch (2007) identified a strong list of some of the most potentially 
impacting IFRS for the UK, several of which will greatly impact other developed nations similarly.  Some of 
the most noted examples are listed below. 
 
Significant IFRS 
IFRS 2 – Share-based payments 
IAS 12 – Income Taxes 
IAS 39 – Financial Instruments: recognition and measurement, 
IAS 16 – Property, plant and equipment   
IFRS 3 – Business combinations 
IAS 38 – Intangible assets 
 
These International Accounting Standards are likely to have a significant impact on financial ratios 
following a conversion to IFRS. A simple example might be an instance of goodwill which is capitalized as 
an Intangible asset and as such is annually amortized. However, under IFRS capitalization annual impairment 
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review is required. This example and other issues related to IFRS are described in more detail within the 
paper by Blanchette et al., (2007) 
Within the UK, the following examples were of significant note in viewing the impact of IFRS. Important 
Varying Examples that will affect financial statements and ratios include:  
IAS 12 which contrasts with FRS 19 in the UK it requires provisions be made for deferred tax on 
property revaluations31. This in general, may negatively affect balance sheets by increasing liabilities 
following the switch to IFRS. A company’s total tax charge would increase, which ultimately would decrease 
the income calculated under IAS 12. Additionally, IAS 12 does not allow for the discontinuing of deferred 
tax. FRS 19 permits, but does not require, discontinuing of deferred tax. Finally, IAS 12 requires a 
reconciliation of the total (current and deferred) taxes. FRS 19 requires the reconciliation be carried out for 
the current tax charge only. IAS 12 is likely to negatively impact the financial statements of UK-listed 
companies by increasing total tax charges, thus reducing total profit (PwC, 2015)  
IFRS may produce some changes due mainly to differences in valuation policy. In this case, balance 
sheet figures (equity) and eventually the income statement (due to the balance between revaluation surplus 
and loss) might be affected under IFRS 3 goodwill amortization is prohibited, whereas FRS 10 permits 
goodwill amortization if the useful economic life of the purchased goodwill is less than 20 years. IFRS 3 
requires annual impairment tests, whereas FRS 10 requires annual impairment tests on goodwill if the useful 
economic life of the goodwill is more than 20 years. That is why, it is expected that in most cases, intangible 
assets will increase after transitioning to IFRS (increase in balance sheet figures) and that income statement 
figures (generally profit) will decrease due to impairment. This kind of data is of paramount importance to 
the managers, investors and creditors especially as it provides the base form of information which allows 
these parties to engage in FDI. 
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3.3 The Effect of IFRS on FDI 
This topic is not necessarily difficult to understand however it is a many facetted issue clouded by various 
factors such as tax jurisdiction etc. The impact of IFRS on ratios, as mentioned in the preceding section is the 
basic information available to would be foreign investors, therefore having a true and accurate set of data that 
can be relied upon is crucial for FDI to proceed. But the impact of IFRS and ratios extends beyond the 
secondary affect caused by ratio adjustment. Researchers such as Chen et al.(2010), Rakesh and Shilpa 
(2009) and various others have performed statistical testing and regression modeling to provide their own bits 
of proof that IFRS has or does indeed affect FDI inflows.   
Given that IFRS is specifically investor focused it stands to reason that if investors are more readily 
able to understand a company’s reporting and financial position then they will be far more inclined to risk 
their private funds in promoting a business in the hope of good returns. It is not all that remarkable that 
statistical results should confirm this though it is important to note that such modeling is imperfect and 
cannot adequately cover all of the eventualities or possibilities which influence FDI. Therefore, these results 
are par at best and unremarkable beyond their ability to confirm the general consensus of accounting 
professionals, that being that IFRS increase investor knowledge and help encourage FDI cash flows. 
Perhaps the most remarkable and notable way to observe the benefits of IFRS in regards to FDI would be to 
look at truly developing nations such as Nigeria. The research of Okpala (2012) which demonstrates that the 
primary loss involved in adopting an international standard set is the lost gains that might have accrued from 
future innovations in localized accounting standards (Okpala, 2012, p.77). Sacrificing the domestic 
accounting rules, rules which often varied from city to city, in favor of a standardized international set, has 
resulted in massive, uncharacteristic FDI inflows strongly demonstrating the benefits of a single standardized 
rule set, especially in developing nations. 
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3.4 The Effect of IFRS on GDP 
It is at this point that the fore mentioned components, financial ratios and foreign direct investment, really 
come together and the broader and much more significant impact of IFRS comes into view. IFRS, as a 
standardized tool, allow investors to reach across borders and enhance their understanding of a company’s 
financial position. Furthermore they gain immense freedom from the comparability provides inestimable 
benefits on all sides of the equation; however, it has only ever been a means to an end.  The end of course 
being to enable consumers to have some fair understanding of the company they decide to put their money in 
and for the companies to take advantage of the large untapped segment of global financing available. 
Once we arrive at this point, there is far more to consider than the simple matter of investing or not 
investing.  As stated from the start, for IFRS to succeed it must prove beneficial to all parties involved.  
While it has been seen that it provides great benefits to the managers, investors and creditors, the largest and 
perhaps most vital member in the multi-agency relationship, government, would seem to be in a much less 
fortuitous position. There have been cases such as those researched by Agrawal and Khan (2011) and 
Contessi and Weinberger (2009) which clearly demonstrated GDP growth as a direct result of FDI which in 
turn can be attributed to the implementation of IFRS, however, a reverse scenario with far less positive 
results often occurs as well. 
As we delve into this idea it becomes pertinent to first give a brief breakdown of how GDP is 
roughly calculated so that the following concepts may follow a logical course for you the reader. GDP at its 
simplest definition is a measure of all the goods and services produced domestically. Therefore, it can be 
roughly calculated by adding together the various components of the economy that are a measure of all the 
goods and services produced.  
Basic GDP calculation formula: Y = C + I + E + G 
Y = GDP  
The sum of all the goods and services produced domestically.  
C = Consumer Spending  
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Many of the goods and services produced are purchased by consumers. So, what consumers spend on them 
(C) is a measure of that component. 
 
I = Investment made by industry  
When calculating GDP, investment does NOT mean what we would normally classify investment as. It does 
not mean buying stocks and bonds or putting money in a savings account. When calculating GDP, investment 
refers to investment into new productive facilities, equipment, or processes which produce. Essentially we 
mean, buying goods and services that will produce more goods and services.  
 
E = Excess of Exports over Imports  
This can be summarized as the difference between the value of all exports and the value of all imports. If 
Exports exceeds imports, it contributes to the GDP. If not, it shrinks the GDP. Thus, even if a nation's people 
work very hard to produce products for exports, but still import more than they export, the nation's GDP will 
be negatively impacted. This is one of the reasons trade deficits are frequently a political target 
 
G = Government Spending  
The government buys (with your tax money) goods and services (G). These purchases are a measure of those 
goods and services produced. Be aware that many people make the mistake of thinking that the money paid 
in taxes and spent by the government is "lost" and therefore subtracts from the GDP. Tax money may indeed 
be spent inefficiently but this fact has no bearing on the calculation of the GDP.  
 
This formula is relatively straightforward since GDP is a measure of all the goods and services produced 
domestically.  In recent years, the value of GDP as a statistical figure has been challenged.  It has been stated 
that it is a 1950’s term that was designed for a period of time in which most goods were produced and 
consumed domestically and high barriers to trade existed.  Under those circumstances the more narrow view 
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GDP offers was ideal for measuring input and output.  Modern economists challenge this number stating one 
simple output does not measure the health of an economy. In their view it excludes various social data and is 
not an ideal measure to use in our global environment.  Whereas these assumptions may be valid to some 
degree, for the purpose in which I utilize GDP, it still retains a position as the perfect statistical figure for the 
task at hand.  The GDP flow diagram shown in figure 3.1 depicts a visual representation of the various 









As we take look at the accounting ramifications of IFRS we are not interested in the social concerns, 
but the cold hard math involved in company reporting.  We are looking at figures compiled by way of a 
Figure 3.1: GDP Flow Diagram 
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formula, generally a localized GAAP.   The application of IFRS then proposes to change the formula, or 
more specifically we might say make adjustments to the order of operations and the necessary steps to 
complete them. With this type of hard data analysis in mind, GDP remains the ideal statistical figure to 
measure some of the affects IFRS implementation may have on an economy in a macro-economic 
environment.  
It is important to remember that most governments are funded by way of taxes.  Anything that has 
the power to upset tax revenues has the power to interfere with an entire nation. If the global society were to 
adopt IFRS as the global standard, including as a tax base, it would no doubt be such a force.  However, 
IFRS have managed to exert influence even without full global acceptance.   
IFRS have managed to do this in two substantial ways.  First by simplifying accounting and making 
it easier for laymen to understand, the flood gates have been cast open allowing money and investment 
revenues to stream out of countries and into a global tertiary system.  Those funds now make their way 
throughout the world. In most cases, the government is still able to reap revenue from these funds as many 
investors use accounts which are based within their home countries to receive their own earnings. In some 
cases where less straight forward investors have seen fit to deprive governments of their “fair share”, laws 
such as the U.S. FACTA law, which requires all foreign banking institutions to report American account 
holders, their balances and their transaction history, have come into play making it possible for governments 
to repatriate some of these funds. 
The second is actually a bit more obscure.  Some of the most popular tax havens for OECD 
countries are IFRS compliant countries such as Switzerland, the Netherlands and Ireland. Bermuda also is 
categorized as one of the favored tax havens; however, it does not conform to any specific accounting regime, 
including IFRS.  To take advantage of these tax havens companies often using “transfer cost” also known as 
transfer pricing. Transfer pricing occurs anytime two companies that are part of the same multination group 
trade with each other in the form of say a parent company trading with a subsidiary. In itself, transfer pricing 
is neither illegal nor abusive.  This only becomes the case when transfer mispricing occurs. One example of 
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trade mispricing can be seen in the form of re-invoicing. It is estimated, by various sources that somewhere 
between 60-70% of international trade actually occur internally within multinational companies. Though 
governments cannot adequately calculate the tax revenue losses, it is estimated that hundreds of billions of 
dollars are lost annually to this practice. Some estimates have reached as high as a trillion dollars in the 
estimated losses. 
There are currently a number of high profile multi-billion dollar tax evasion cases circulating in the 
news.  Take for example the case of Caterpillar Inc.’s transfer pricing arrangement in Switzerland, where the 
US government is currently pursuing 4.6 billion dollars in tax revenue. Three major cases with Google, 
Amazon and Starbucks are currently being pursued in the UK. All three of these companies earn an 
outrageous profit in the UK and yet in 2011, Google’s UK unit paid just £6 million in taxes. Amazon, which 
had sales in the UK of £3.35 billion, paid only £1.8 million. Finally, Starbucks had £400m in sales and paid 
no corporate taxes (Barford and Holt, 2013). Instead Starbucks transferred some money to a Dutch sister 
company in royalty payments, bought coffee beans from Switzerland and paid high interest rates to borrow 
from other parts of the business. Now, in technicality, all of their actions could be upheld as legal, but the 
opinion of the government and the public is fast swinging away from that possibility. 
In pulling all of these concepts together, we can identify where IFRS has been used in tax haven 
countries to help create an ideal environment for practices such as transfer pricing thereby allowing 
companies to reap hundreds of billions of dollars in profit while paying little in tax through the practice of 
transfer pricing. In connecting this to GDP, remember our basic formula, Y = C + I + E + G. Government 
(G) is funded through tax revenue.  If hundreds of billions of tax revenue dollars are lost, then government 
spending power will shrink.  Therefore the government will not be able to reinvest tax funds into the 
economy, will be unable to employ extra workers, will have insufficient funds to enhance infrastructure and 
will ultimately see a decline in GDP. When and if all countries were to adopt IFRS as their national GAAP 
and tax base, then this problem could quickly be remedied, however, that is a very unlikely scenario as it 
would require quick actions and anonymous agreement on an unprecedented international scale. 




This article set forth with the intention of demonstrating significant relationships between IFRS and key 
investment indicators such as financial ratios, FDI and ultimately GDP. In reviewing the research of 
Blanchette et al . (2011), Lynch (2007), and Lantto and Sahlström (2009), there is a clear, albeit varied, 
correlation between financial ratios when shifting from GAAP to IFRS.  Additionally the area devoted to FDI 
and the research performed by Contessi and Weinberger (2009) and Agrawal and Khan (2011) made sound 
statistical analysis which solidified the relationship between IFRS adoption and FDI investment.  It is 
important to remember that their research is limited in that it doesn’t analyze other potential factors that 
might have caused increases to FDI. As the final section relating to IFRS and GDP unfolded, it presented a 
layered relationship between these factors and IFRS. A clear and valid relationship between, IFRS, FDI, and 
financial ratios as well as their ability to impact national GDP could be reasonably identified.  Understanding 
this relationship and the connections of the various economic indicators will undoubtedly assist in developing 
and analyzing future conjectures related to the impact IFRS can or will have on current users and future 
adopters, as well as their economies, under full IFRS implementation. 
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CHAPTER 4: IFRS IN A GLOBAL ECONOMY: ASIA  
4.1 THE IMPACT OF IFRS IN A GLOBAL ECONOMY: JAPANESE CASE 
4.11 Introduction to Japan 
Since the end of WWII, Japan has continued to undergo significant social changes as it transitioned to a 
democratic common law country. The development of formal and informal institutions, customs, traditions 
norms, and religion overwhelmingly evolve form society as a whole. Culture and cultural values are not static 
(Williamson, 1998).  Since the atrocities of WWII Japanese society has developed a mindset bent on 
preventing any repeat of history from occurring and as a result is now ranked among the highest countries in 
the world for uncertainty avoidance and risk averseness. As with many statutory rules within the country, 
authority and enforcement of accounting rules, in regards to measurement, disclosure, authority and 
enforcement can be classified by statutory control as oppose to professionalism.  More simply stated, the 
government issues the rules that should be followed and how they should be observed as oppose to relying on 
adopted professional standards. The Japanese regulatory systems can be most readily characterized as 
legalistic even in regards to uniform accounting standards. As the country reshaped itself, larger equity 
markets developed and opened up. Like most countries, the global expansion of international companies and 
their activities forced the country to reevaluate its accounting practices and several situations have stimulated 
further evolution over the last several decades.  
One major driving force behind these changes was due to the instability of economic markets 
following the fall of the Soviet Union in 1992. This presented Japan with an opportunity to transition from a 
planned economy, a direction still being pursued currently. The Japanese economic crisis which nearly 
crippled the banking system provided the necessary stimuli to implement effective change. These changes led 
to the establishment of a more modernized and effective system, which stabilized the economy and developed 
the financial investment markets and heavy inflows of foreign direct investment.  
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As is generally the case, with the increase in cross border transactions and the inflow of funds came 
the demand for transparency and quality accounting data. This further stimulated development of the 
accounting system as the traditionally secretive closed-door relationships between banks and companies were 
forced to open up to investor speculation.  This can perhaps be attributed to the fact that many Japanese 
companies operate in the European market. Following Europe’s implementation of IFRS standards, Japanese 
companies found themselves under heavy scrutiny. Internationally speaking, Japanese GAAP was not 
considered equivalent to the IFRS standards, as a result foreign investment into Japanese companies was 
threatened and Japanese regulators were forced to reassess the system Japanese accounting system again.  
Japan has not elected to adopt IFRS, the path to convergence has been elected as the acceptable 
alternative. There have been significant challenges with the convergence of IFRS and considerable resistance 
from some Japanese companies, significant progress has been made and at present Japanese GAAP is 
generally accepted as equivalent or comparable to IFRS and US GAAP, however, the evolution of Japanese 
accounting remains fluid and more changes are both necessary and inevitable.  
 
4.12 Historic Accounting in Japan 
first and foremost, an understanding of Japanese accounting requires an understanding of traditional corporate 
structure and corporate funding. Until about 1950, Japanese corporations operated as Zaibatsus, with a 
singular holding company placed centrally, which in turn owned the majority of shares in other companies.  
Zaibatsu were generally financed by a single bank.  The banks therefore controlled shares within other 
companies of the Zaibatsu.  Zaibatsu had extremely secretive and closed workings and there was virtually no 
incentive to provide accessible financial information for public use (Schneider, et al., 2012). 
 The existence of Zaibatsu persisted until there were forced to dissolve following WWII.  With this 
dissolution came the creation of a similar structure, known as Keiretsu.  Keiretsu are comprised of 
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horizontally integrated companies from various industries that control shares within their horizontal group.  
These “parnets” often support each other vertically as well. This structure has proved very effective in 
protecting Japanese industry from hostile business practices because all parties involved within the keiretsu 
have shared relationships and goals.  Like the Zaibatsu, the Keiretsu are also generally centralized around a 
single bank and as such, this system provides few incentives for creating useful financial reports for external 
use.  It is important to note that these systems are still in place to some degree currently (Schneider, et al., 
2012). 
Japanese accounting principles have traditionally been strongly influenced by legal institutions and 
therefore operated under the strong influence of the conservatism principal, which is also in keeping with the 
social norm of bring risk averse. Prior to the year 2000, Japanese corporations were primarily funded by 
Japanese banks and the need for investor focused financial statements was not essential. There existed a 
closely linked triangular legal system responsible for regulating financial reporting in Japan. The three 
elements of the triangular legal system are as follows; the commercial code which was enacted in 1890, the 
Corporation tax law which was implemented in 1947 and the securities and exchange act which took effect in 
1948  (Schneider, et al., 2012).  In short the commercial code regulated financial reporting for all companies 
with requirements determined by the organizations size. The securities and exchange act, which was 
considered consistent with the commercial code, required stock listed companies to file consolidated parent 
only financial statements with regulators semiannually. The Corporation tax law enforced the rule of 
conservatism upon financial disclosures, i.e. reporting earnings instead of income in fair value (Citation; 









In the post 2000 period, many changes took place among the standard setting bodies of Japan in an effort to 
spur the economic recover of the nation and pave the way for a harmonized accounting system. In 2001, the 
accounting standards Board of Japan (ASBJ) was formed to develop domestic accounting standards and with 
the hope that it would also engage in contribute to international harmonization (citation).  
Many changes to the Japanese system followed this. The Securities and Exchange act was amended 
to the Financial Instruments and Exchange Act (FIEA) in 2006 ultimately taking effect as the new disclosure 
ruleset for companies as of 2008 (JICPA, 2012).  The Companies Act (CA), which replaced the former 
Commercial Code (CC) in 2005, eased regulations on businesses allowing much greater freedom to 
companies in business decisions and financial reporting, though it is widely believed that this has opened up 
many companies to a wide range of scandals and eroded investor trust in corporate management.  
 
Figure 4.11: Pre and post 2000 Triangular Legal System 
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4.13 IFRS Accounting in Japan 
The adoption of IFRS by the European Union and the pending adoption by the United States signify the 
global relevance of IFRS and the belief in the universal benefit of a single set of accounting standards. As the 
third largest economy in the world, globalization has necessitated that Japan harmonize its accounting 
standards. Japan’s active participation in the development and implementation of IFRS is essential for the 
global acceptance and success of the IFRS initiative. 
In conjunction with the other changes taking place within the Japanese triangular legal system, the 
afore mentioned ASBJ was formed in the private sector to develop domestic accounting standards and is 
contribute to international accounting standard harmonization or convergence. In 2002, ASBJ adjusted the 
regulation regarding acknowledgement of financial statements to be in accordance with the U.S. GAAP. And 
In 2004 ASBJ joined the convergence project with IASB to converge Japanese and European accounting 
standards with IFRSs (Citation - JICPA ; Saitou, 2007). 
With the fore mentioned changes, market changes ensued.  Beginning in 2006, investment by 
Japanese corporate entities and financial institutions started to decline and the shift resulted in foreign 
investors as the dominate shareholders, a problematic situation given Japan’s history of poor disclosure 
(Citation – Taki). 
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Figure 4.12: Taki Graph 
 
There are various areas of contention, but as Japan is primarily a manufacturing concern, some of the 
most significant IFRS issues are noted within these industries.  While it is important to note that IFRS are not 
generally shunned and somewhat well received, there is strong belief that some IFRS are inappropriate, 
inferior, or should be left out altogether.  Examples include the following. 
- Intangible assets: J-GAAP requires scheduled amortization and impairment procedures while IFRS 
relies solely on impairment procedures. 
- Recycling: J-GAAP requires unrealized income be recycled to realized income to calculate 
comprehensive income and net income. IFRS doesn’t always apply recycling for items such as 
financial instruments and defined benefit plans. 
- Development expenditures: J-GAAP recognizes them as costs immediately and as research 
expenditures in principal. IFRS require some of these items to be recognized on the balance sheet. 
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- Retirement benefits: Japanese GAAP requires amortizing actuarial gains and losses over the average 
length of remaining service and recognizing them as part of the net income while, IFRS recognized 
them as other comprehensive income immediately. 
 
4.14 Reporting Quality in Japan 
As the accounting standards of Japan have been ruled equivalent to IFRS, it can be generally accepted that the 
reporting quality is of a high standard (JICPA, 2012). There is further research which helps support this fact. 
For example the research of Biddle and Hilary (2006) and Beatty et al. (2008) demonstrated that investment 
efficiency in bank-centered economies is not affected by accounting quality due to the fact that in bank-
centered economies, the strength of the relationship between the bank and the company acts as a quality 
indicator.  The research of Baik et al. who focused their research specifically in Japan, built upon the 
aforementioned research. Their results supported the findings of the other researchers.  Specifically they 
found that the impact of accounting quality on investment was mitigated by the firm bank relationships 
presented within keiretsu. In short their findings showed evidence that bank relationships substitute for the 
transparency of financial statements and or are an improvisation on investment efficiency within bank 
centered economies, such as Japan. 
 
4.15 Reporting Reliability in Japan 
Even though the potential for significant information asymmetry still exists due to institutional relationships 
such as keiretsu and despite major accounting scandals in recent years such as the Toshiba debacle, the 
convergence of Japanese accounting standards with IFRS has generally increased reliability and the 
attractiveness of Japanese markets. Further increases in foreign investor shareholding will likely trigger more 
open reporting to sustain access to foreign capital thereby eroding the poor disclosure that has historically 
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prevailed in Japan.  Furthermore, Japan is subject to a number measures which should ideally enhance the 
reliability of statutory filings such as the requirement that fiscal information be subjected to effective 
independent audits as well as various other statutory stipulations. 
 
 
4.16 Reporting Transparency in Japan 
The primary conditions which influence the transparency of Japanese accounting have already been alluded to 
in previous sections. In short, Japan has traditionally opted for minimal disclosure which was generally 
acceptable when operating solely in a keiretsu environment. However, as Japanese markets of open up to 
foreign investment more accurate and timely disclosures have become necessary. The research of Suda and 
Takada (2011), which deals with asymmetric timeliness, directly supports these ideas. In their findings, they 
state that during periods of high institutional ownership significant information asymmetry import timeliness 
exists. Conversely, the more closely the investors and company are associated the less asymmetry exists as 
information is presented in a timelier manner. Additionally, in periods when litigation is unlikely or during 
periods of regulation change asymmetry tends to be more significant and less timely (Suda and Takada, 2011). 
 
4.17 Multi-Agency in Japan 
The information detailed in previous sections qualifies this is another candidate for basic multiagency. As has 
been mentioned repeatedly, researchers consistently identify government, companies and society as the 
primary actors involved in accounting regulation, development and implementation. In the case of Japan the 
principle, i.e. the investors, desire accurate and timely information. The first agent, the corporation either 
eliminates asymmetry by providing information in a timely manner or in the case of a keiretsu, exploits 
information asymmetry by willfully delaying timely data, if at all, thereby working for their own interest. 
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Then of course, we’re presented with the second agent, government which suspends regulation and limitat ion 
on corporations to achieve buy-in and cooperation, clearly demonstrating an example of mutual self-interest 
with corporations, while at the same time seeking to improve investor perceptions and increase foreign FDI 
inflows from foreign stockholders and spur economic growth. This demonstrates a fairly standard example of 
a democratic market economy and the balance these three participants try to maintain. 
 
Figure 4.13: Multi-Agency Model for Japan 
 
4.18 Game Theory, Moral Hazard and Asymmetric Risk in Japan 
Historically speaking, Japan is no stranger to game theory.  The extent to which such events have unraveled in 
modern history have demonstrated Japan’s ability to engage in  Game theory under various circumstances, 
however, given Japan’s high level of risk averseness and uncertainty avoidance hostile game theory is not 
necessarily the issue of greatest significance.  
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 In the case of Japan, the convergence of Japanese accounting standards with IFRS has made serious 
inroads into harmonizing accounting standards. The amount of asymmetric risk facing investors is 
significantly lower than faced in past years. That said, the existence of some keiretsu persists today.  The less 
dependent a corporation is on financial support from the stock exchanges, the less likely it is to be 
forthcoming with its sensitive financial data. 
 
4.19 Summary of Japan 
While it is true that Japan is not fully adopt IFRS and significant differences in challenges still exist for the 
full convergence of the two standards, the implementation of IFRS equivalent standards has been fairly 
received and implemented in an honest fashion. Japan’s acceptance of converged IFRS standards came during 
a period of economic strife and was clearly intended as a means of influencing inflows of foreign by 
developing domestic markets and making them more appealing to foreign investment. In Japan’s desire to 
access financial capital has loosened the relationships of its traditional systems and lead to significant 
deregulation of Japanese corporations.   
With deregulation came increased opportunities for moral hazard and broad spread asymmetric risk.  
The consistent accounting scandals is in the crop up in Japanese news every few years have begun to 
seriously erode both domestic and international trust in Japanese corporations. 
The core of this research assumes the belief that full IFRS implementation for both reporting and 
taxation purposes have the potential to reshape harmony to some degree. Especially when dealing with 
smaller less developed economies and any drastic shifts can cause large ripples that will spread outward and 
affect other factors.  It is likely that in the a strong manufacturing country such as Japan, IFRS will ultimately 
lead to a shift in ratios and GDP figures, and this will eventually lead to shifts in FDI inflows. Taxation is a 
significant driving factor for Japan and given the current state of the Japanese economy and their strong 
pursuit of growth is likely only a matter of time before taxation is used as a more significant means of 
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generating or appropriating additional government funding. This does not diminish the fact that Japan is 
making strong head way towards complete convergence, the management style is generally honest and 
conservative and though rather risk-averse and prone to avoiding conflict Japan is still the third largest 
economy in the world and a necessary partner for the successful implementation, development and expansion 
of the IFRS initiative. 
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4.2 THE IMPACT OF IFRS IN A GLOBAL ECONOMY: CHINESE CASE 
 
4.21 Introduction to China 
The Chinese economy has exploded in recent decades. Beginning in the 1970s the Chinese government 
started to open the economy to foreign investment which has stimulated high economic growth since about 
1980(Pew Research Center). There is currently a debate on whether China has succeeded in passing the USA 
is the least economy in the world, but the debate aside there still no question that the Chinese economy is the 
one of the largest in the world. This mass economic expansion has introduced the Chinese populace to 
economic conditions never before seen in modern-day China. 
              While not generally recognized as one of the most impacting factors for economic growth, with the 
rapid expansion of the Chinese economy the desire to maintain high levels of foreign investment necessitated 
the need for strong and reliable financial data. Throughout history, a diverse range of generally accepted 
accounting principles (GAAPs) have emerged, forged by the various combinations of political, sociological, 
and cultural factors, not to mention the different account goals in each economic jurisdiction. China is no 
exception to this fact.  
            Though considered by many to be a much more capitalist society than in years past, the fact remains 
that China is still a communist state with power centralized in the hands of a small group of people and the 
rights of its citizens and business leaders governed at the whim of what is considered best for the majority of 
Chinese society. What would be a widely considered best for the investors as a whole may not meet with the 
definition of what is best for the Chinese people as per the People’s party. The fact that foreign investors 
demand transparency and high quality reporting has required China to attempt to strike a balance between 
what is deemed best for China and what is mandated by foreign investors. Despite China’s efforts, this 
remains a significant issue still facing the Chinese market today as Chinese companies recently ranked lowest 
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transparency rating in the world in a survey performed by Bloomberg (Bloomberg Business, 2013). This 
underscores the fact that China’s efforts to root out corruption have not yet eliminated threats to investors. 
 
4.22 Historic Accounting in China 
Unlike in the Communist example of Russia, accounting has held a substantial role in tracking 





still in existence today (Yuan, et al. 2015). Yuan, et al’s research is significant because it demonstrates the 
accounting transitions at the different levels of Chinese society and the sophistication involved. The 
breakdown of accounting transactions was quite detailed for the time. There existed daybooks which 
contained the purchase and sales of goods on credit as well as money transactions such as loans, Interest and 
daily transactions. They also utilized account books which included entries with a variety of information such 
as shop transactions the nature of customer’s purchases as well as deposits and debts. As accounting 
continued to evolve over the years, flowing account books were brought into practice. Such books kept track 
of goods sold, goods purchased, and daily expenditures within the shopper business. As their research paper 
points out, the accounting methods in China continue to gradually become specialized. 
The research of Solas and Ayhan. utilized Periodization in order to present the differences in Chinese 
accounting evolution by way of the changes in era.  By way of their research, the following timeline for 
Chinese accounting was presented. 
 The dynasties period 
 The republican  revolution  period  (1911 Xinhai) 
 The communist regime period, which established the Republic of China 
 The cultural revolution period, “opened-door” policy period, 
 The most recent period (becoming capitalist) - IFRS 
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Since the cultural Revolution in the 1960s, many aspects of Chinese society have been rooted in Maoist 
ideology (Yee, 2009), which greatly influenced all aspects of Chinese culture, politics and even accounting 
and persisted from 1917 – 1976. Maoist ideology was Marxist and very anti-capitalism ( Zhang, et al. 2012), 
an ideology that makes involvement in the global economy a challenging prospect. Despite drastic 
improvements which have made the Chinese market a much more inviting prospect, remnants of Maoist 
ideology still have influence to this day. With the shift to a socialist market economy in the 1980’s, the push 
for high quality accounting became essential in order for China to integrate into the international market and 
gain access to foreign capital markets. 
 
4.23 IFRS Accounting in China 
With the development of the Chinese stock market in the early 1990’s, investors were faced with a 
undeveloped market, concentrated ownership, and weak rights. Chinese regulators had mandated that separate 
stock markets be established for both domestic and international investment which persisted until 2014 when 
the markets were fully opened to foreign investment, albeit through a complex system requiring local brokers. 
Furthermore, the existing Chinese GAAP, otherwise known as Chinese Accounting Standards (CAS), 
discouraged foreign investment as investors as they were unable to interpret the data. 
In 2002 Chinese regulators of the QFII system identified that though China had one of the largest 
markets, institutional investors controlled far less market share than in most developed exchanges, which in 
turn limited capital investment (Oliver, et al., 2014).  As a result China took steps and in February 2005 
signed a joint statement to advance the use of IFRS within China, aimed especially towards internationally 
oriented companies (IFRS Foundation, 2015). In February of 2006, a new set of Chinese accounting standards, 
known as ASBEs, were released and mandatory application for all companies listed in China took effect. This 
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was an effort by the Chinese Ministry of Finance to converge with the IFRS regulations released by the IASB.  
Though the ASBEs are regularly revised and updated conjointly with IFRS releases, Applications of IFRS as 
released by the IASB is not permitted for use within China (Deloitte 1, 2015), though IFRS are still prepared 
by a number of companies for foreign investors (IFRS Foundation, 2015). 
.  
Figure 4.21: Multi-Agency Model for China 
 
Figure4.11: IFRS Foundation: Reporting Standard Utilization in China 
when discussing the evolution of accounting standards, especially IFRS, it is impossible to do so in exclusion 
of the political system. Political institutions structure, organize, and order economic institutions and the 
conditions are no different in China (Huang, 2008).  An interesting analogy is presented when Dan Awrey 
writes, “A country’s legal tradition, to include accounting, is little more than a thinly veiled proxy for 
domestic politics (Awrey, 2014).”  
Although the functionality of universal standards, such as IFRS, is somewhat indispensable at the 
global level, that is not strictly speaking, the reason so many jurisdictions, such as China and Russia, choose 
to implement them. It is often promoted that they in themselves are the means for accounting professionals, 
auditors and governments to gain acceptance in the international community and economic politics (Macve  
and Deng, 2015). Like Russia, the reliability and trustworthy of China’s accounting regime is still somewhat 
questionable, not so much at its level of quality but rather at its level of implementation and  enforcement. 
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Especially given the recent issues with one of China’s largest companies overstating economic positions, as in 
the case of Alibaba Group, which was found to misrepresent accounting information right before a U.S. IPO. 
It’s interesting to note that the Chinese government forbids the PCAOB from performing audit-quality 
inspections of Chinese firms and their U.S.-listed company auditors, whether on the mainland, in Hong Kong 
or in Macau (Marketwatch, 2015). Without proper auditing, how can investors give serious credibility to the 
information they’re presented with. It brings into question whether or not the standards are being utilized 
properly and enhancing China’s accounting transparency. 
There are a number of major differences that exist between IFRS and ABSEs which support the 
function of this section and overall purpose of this paper to demonstrate how IFRS reporting, and any form of 
harmonization aligned with it, can affect the corporate reporting, the local contributions to the economy and 
ultimately the global macro-economic environment.  A breakdown of some of the most significant differences 
between ABSEs and IFRS follows. 
 
ASBE/IFRS 
Prudence - ASBE specifies prudence be applied in the recognition, measurement and reporting of transactions. 
Specifically it states that assets and income shall not be overstated, nor liabilities and expenses be understated. 
The key phrasing the difference between these two is that IFRS states that financial information presented 
should also be neutral and free from bias. This minor bit of phrasing is vital because it permits Chinese 
companies to utilize bias sources, that can’t be checked or challenged, to present favorable conditions for 
companies. 
 
ASBE 2/IAS 31 
Under IAS 31, interest in jointly controlled entities may be reported using proportionate consolidation or the 
equity method. In the case of ASBE 2 however, only the equity method of reporting is permitted. This is 
somewhat suspect since the equity method is generally used to report when a company holds significant 
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influence or control over the other party. In this instance, this would give investors the impression that 
Chinese companies possess a controlling influence in any joint venture. 
 
ASBE 3/IAS 40 
In relation to Measurement, IAS 40, with specific exceptions, requires firms adopt the same accounting policy 
for all investment properties. ASBE 3 on the other hand, does not include the stipulation. Therefore, Chinese 
companies can apply accounting policies which allow for the most favorable outcomes. 
  
ASBE 4/ IAS 40 
Under IAS 40, the land-use rights of rental properties may be reported as investment properties provided the 
fair value model is adopted. ASBE 3 allows use of the cost model or the fair value model. This is significant 
because it allows Chinese companies to apply fair value of the current market value is higher than the cost 
model. Conversely, if market conditions are not favorable, then Chinese companies may revert back to the 
cost model to retain a higher value thus presenting an unrealistic value. 
 
ASBE 9/IAS 39 
Defined benefit plans are required to carry benefit liability, such as pension and health insurance, as an 
expense throughout the employee service period. ASBE 9 does not address defined benefit plans. As a result, 
Chinese companies are capable of carrying artificially high assets. 
Additionally Accounting for debt restructuring is governed by IAS 39 and limits the potential for 
abuse. Since de-recognition of debts are not covered in ASBE 12, it leaves Chinese companies able to exploit 
whatever condition they can in altering the terms of debt obligations and agreements to potentially significant 
advantage over foreign counterparts. 
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ASBE 9/IAS 39 
IAS 34 requires disclosure of the basic and diluted EPS figures on profit or loss from continuing and 
discontinued operations. ASBE 34 only requires the calculation of EPS based on net profit or loss for the 
current period. This is significant as diluted EPS is a performance metric. It will almost always result in a 
lower EPS figure. As EPS is a major metric for investors to consider, any considerations that might lower this 
figure are unfavorable to Chinese companies. 
 
 
4.24 Reporting Quality in China 
Accounting quality is not solely determined by the accounting standards alone. The incentive firms have to 
provide high-quality statements is also a major factor. The more dependent a firm is on external capital the 
higher their reporting quality will be (Zeng, et al. 2013). Since the Chinese government owns many of 
China’s listed firms, the government is able to provide support in the form of subsidies and favorable loans 
from state banks. As a result, state run entities are less concerned with investor perception (Zeng, C., et al. 
2013). 
According to Oliver, et al., China’s weak institutional infrastructure impairs IFRS’s ability to 
improve financial reporting quality and thereby increase foreign institutional investment.  (Oliver, et al., 
2014). Furthermore, because firms with high ownership concentration or large government ownership lack 
incentives to supply quality financial information, they are less likely to credibly implement IFRS. With that 
understanding, it could easily be postulated that there would be a decline in foreign investment into such 
companies (Oliver, et al., 2014). This directly reflects my case for the modified multi-agent model that is also 
utilized for Russia in this research. 
 Given the way that ASBEs are written, it appears clear that Chinese regulatory bodies are interested 
in maintaining a financial advantage for not only state run enterprises, but for all Chinese companies 
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representing the People’s Republic of China. Given their lack of dependence on foreign capital as a primary 
source of funding, the quality of reporting received should be taken with some measure of skepticism and 
utilized with a strong measure of common sense. 
 
4.25 Reporting Reliability in China 
While the reliability of ASBE reporting as a solitary measure must be questioned to some degree, it is valid to 
point out that if utilized in conjunction with CAS the reliability may be considerably greater. CAS has 
evolved for use by regulators and debtholders, users which put strong emphasis on reliability. The fore 
mentioned issues in quality aside, there will always be discrepancies in translation (Baker, 2012). IFRS is 
intended to be flexible and allow for variations in interpretation. ASBEs are likewise open to interpretation 
but, as demonstrated in the IFRS section, to a much broader scope which may bring into question the 




4.26 Reporting Transparency in China 
It is well documented and quoted that the one of the primary benefits of IFRS reporting is the transparency 
and comparability that accompanies them.  It increases the ease by which reports and performance between 
companies may be analyzed and compared. In 2013, Chinese companies received the lowest transparency 
rating in the world, in a survey performed by Bloomberg (Bloomberg Business, 2013). With such poor 
transparency, there is little question as to why investors are hesitant to enter into the Chinese market. 
Transparency is an important factor in attracting foreign direct investment and without good corporate 
governance and enforcement; transparency often goes by the wayside.  
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One of the primary aspects of transparency is timelessness, an issue that has been covered in several 
studies. It is been determined that Chinese companies take significantly longer to issue their financial 
statements than non-Chinese companies to. This can be contributed to China’s weak corporate governance 
and governmental enforcement policies (Yuan and McGee, 2008). It is clear that Chinese companies are not 
fully acclimating to international cooperation and reporting or have little incentive to do so. 
 
4.27 Multi-Agency in China 
The details presented on the preceding pages provide a simplistic understanding of the agents involved in the 
utilization of unifying standards such as IFRS, or in this case ASBE, and their interactions in a natural market. 
In this case, the investors interests interest is not necessarily placed at the forefront of consideration, has state 
run firms and other Chinese companies utilize the ASBE standards in a manner that allows for poor 
transparency. The triangle provides a balance which exerts force from three difference sides.  The Multi-agent 
model takes into account the type of relationship one expects to encounter in a democratic market economy.  
This situation is much more complex when we look at a communist state such as China. 
Both traditional and multi-agent relationships are not upheld under such circumstances. While 
democratic politicians understand that their power lays in the hands of the people, i.e. investors/constituents, 
the close-knit relationship between government and companies in China is far more involved than in most 
countries.  In the case of state-run firms, where can investors turn to for enforcement? Who ensures that their 
need for transparent reliable financial data is fulfilled? What assurances are they granted that their invested 
funds are being used to their benefit?   
This arrangement would seem to represent the very pinnacle of a breakdown in agency (Shapiro, 
2005) the level of information asymmetry present under the circumstances puts investors at a significant 
disadvantage without a counterbalance as shown in figure 2. Perhaps the only reason the relationship persists 
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is that the slowdown in the Chinese economy is pressuring the two agents to remain in check.  Abusing the 
investor’s good will and or investment would be one of the quickest ways to ensure capital flight and the 
preclusion from these beneficial capital markets. It may be argued that government and bureaucrats cannot be 
considered as agents because they are not elected by any one individual and are not working for the interests 
of any select person. Generally speaking that’s true; on another hand it might seem to be an erroneous view, 
which can easily be demonstrated by China when we analyze the political angles.  
 
Figure 4.22: Multi-Agency Model for China 
 
 
4.28 Game Theory, Moral Hazard and Asymmetric Risk in China 
China is no stranger to game theory; the tensions flaring in the South China Sea in recent years are a clear 
demonstration of its willingness to mislead the international community to achieve its national goals.  The 
extent to which such events have unraveled in modern history could not be easily counted.  Game theory, 
however, is not limited solely to the political arena and it is therefore prudent to ask a few questions that 
 68 | P a g e  
 
should perhaps be revisited in other areas of dialogue. Governments are funded almost exclusively by tax 
collection; however unlike the case of Russia, the Chinese government did not fully adopt IFRS but rather 
made the IFRS standards fit to their needs in the form of ASBEs.  This brings us back to the Chinese 
government acting as owner or primary controller of a number of state-run enterprises. 
 
 
Figure 4.23: Multi-Agency Model for China 
 
 
The top 12 performing Chinese companies, as shown above in figure 4.23, are all state owned. It 
demonstrates quite simply that IFRS, while beneficial, may not be vital to the growth and expansion of 
Chinese firms. These wholly owned state-run firms are directly funded by the government. While China may 
be seeking to open up a bit and encourage capitalism to a degree, it is also true that on more than one occasion, 
in recent history, the Chinese government has been misleading in its actions.  Should we not expect similar 
occurrences to occur if it serves the best interest of the Chinese government instead of that of the foreign 
investors?  Can investors adequately protect themselves and monitor the use of their capital investments. 
There certainly seems to be significant evidence to warrant caution and to encourage investors to be on guard 
for issues of both moral hazard and asymmetric risk.   
 69 | P a g e  
 
4.29 Summary of China 
this section provided surprising insights into the application of IFRS in communist states. Unlike as in the 
example of Russia, where the adoption of IFRS appears to be superficial and more for the benefit of gaining 
access to foreign capital markets, in the case of China a legitimate effort has been made to unify the country 
under a single set of accounting standards that work in concert with IFRS. Though ABSEs are not quite as 
balanced as IFRS in so much as they appear to give an advantage to domestic multinational companies, is still 
provide some measure of comparability and transparency to investors and users of financial information. That 
said, the reliability and transparency of accounting information coming out of China is still suspect. There are 
still poor controls and governance in relation to financial reporting and lack of proper enforcement forces the 
question of how seriously China takes its commitment to providing timely, accurate and reliable information 
to foreign investors. While the political environment in China has made a significant push towards 
eliminating corruption issues at the national level of government may still present opportunities for moral 
hazard and extensive asymmetric risk for investors. 
With the majority of major Chinese companies owned and operated by the state, significant 
undisclosed transactions between government and corporate enterprises still occur. These transactions 
undoubtedly include in valuable information that foreign governments and investors will never be privy to. It 
is possible, that the clarity and transparency that investors demand will never be available in state run 
economies. As a results, investors should not rely solely on data presented from Chinese companies but 
should, as good business practice demands, evaluate various sources of data before investing significant funds 
into Chinese markets. On a final note it is valid to point out the danger inherent in any foreign investment, but 
especially in China. The stock market issues that occurred in latter 2015 resulted in the Chinese government 
freezing trade and essentially confiscating funds until they deemed it safe, for the Chinese economy and 
people, to reopen the market and released them. Such actions may occur in any market, but when dealing with 
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foreign markets, especially state run markets, the protections and resources for re-obtaining investments is 
severely lacking.  
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4.3 THE IMPACT OF IFRS IN A GLOBAL ECONOMY: RUSSIAN CASE 
 
4.31 Introduction to Russia 
For the purpose of clarification, it is here stated that Russia is included in the region of Asia for the purposes 
of this study.  This is not due to any political or cultural preference, as it is often argued to be part of Europe 
as well, but rather because the large portion of Russia’s land mass does in fact reside in the Asian region and 
including Russia in this section of the research, in the region of Asia, better balances the presentation of the 
paper.  The inclusion of Russia in the region of Asia has no significant bearing on the findings or research of 
this paper has the regional groupings are simply used as a means of organization rather than any measurable 
factor to make assertions about regional tendencies. 
 
The economic and political system in Russia has experienced prolonged and erratic periods of instability since 
the fall of the Soviet Union in 1992. It was at that point, with Russia in economic turmoil, that a choice had to 
be made. There were two primary options available to Russia, first being to maintain the status quo in hopes 
that stability would later provide conditions for change, the other being to implement stabilization measures 
and proceed with immediate reforms in an effort to transition from a planned economy to a market economy, 
the ultimate choice was to proceed with reform which has ultimately guided Russian ever since. 
During Russia’s economic crisis the currency evaluation was decimated and the entire banking 
system nearly collapsed while the GDP plummeted by nearly fifty percent. Several strong measures were 
implemented in 2000 which lead to stabilization.  New legal codes were implemented starting in 1991 and the 
whole tax system was then modernized to crease an effective tax collection system (McGee, 2004). A flat 
income tax of thirteen percent was put in place and taxation on corporate profits was relaxed.  This 
combination of actions helped stabilize the economy and usher in one of Russia’s most productive periods in 
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history.  During this time of prosperity Russia was able to build its markets to investment worthy levels which 
lead to a flood of domestic investment.  The stock market during those years grew by approximately eighty 
percent and with this explosion of growth came a flood of foreign investment and with these investors came a 
demand for transparent data. 
 
4.32 Historic Accounting in Russia 
Accounting in Russia has traditionally been considered an insubstantial position.  It is not unfair to say that 
accountants were little more than bookkeepers (Baker, 2012). As a socialist country the accounting system 
was standardized.  Public planning ensured that resources and companies were state-owned and therefore fair-
value accounting was not a consideration.  It is important to inspect this further, as accountability was not one 
of the primary focuses; it’s hard to point an accusatory finger at the body that controls everything; however 
accountability is exactly what is expected of a market economy. 
The accounting system was so drastically different that concepts such as prudence were non-existent 
and others were not acclimated or suitable to the systems of GAAP utilized in true market economies 
(Kulikova, 2014). It might most readily have been described as a cost based accounting system except for the 
fact that it was too strict even for this naming to be an appropriate description. This system of accounting did 
not truly allow for any but direct costs, no other values really existed. To better demonstrate this belief, since 
profit and loss were demonstrated on balance sheets, income statements were not utilized which further 
hindered movements towards a market economy, however, with the goal of foreign funding in sight reforms 
quickly followed. 
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4.33 IFRS Accounting in Russia 
First it is important to note that accounting in Russia is still utilizing IFRS and RAS very closely. Transition is 
still under way and even though IFRS were not declared mandatory for listed companies until January 1, 2012, 
a large number of companies implemented standards much earlier out of the necessity to gain access to capital 
markets (Baker, 2012).  As the Russian government pushes forward with further IFRS implementation with 
the goal of full implementation for all companies by 2018, there are still substantial statutory changes that 
need to take place in order to close the gap between IFRS and RAS. As there has not previously existed an 
independent accounting standard setting body, and since the government has not participated in the 
monitoring of accounting, the implementation and convergence has been somewhat delayed. 
Beyond the simpler matter of converging accounting standards is an aspect which researchers and 
other users will not easily untangle.  The complexity of Russian politics is quite beyond the scope of most to 
comprehend or follow.  That said, it is obvious from both past and recent events that the relationship shared 
between the government and the oligarchy of Russian companies is such that information asymmetry for 
researchers and general investors is inevitable. The transparency offered by IFRS reporting alone cannot be 
expected to adequately clarify the positions of Russian companies themselves let alone the country as a whole.  
One of the most vital considerations still undergoing transformations for IFRS implementation is the 
tax system.  In the previously state-run and public planned country, taxation was of no true consideration; 
however, the reformation towards a market economy is slowly leading to the modernization of this system.  It 
is far from finalized however, and Russia still struggles to break free of the mindset that accounting is solely a 
tax based function. There are a number of major differences that have been identified between IFRS and RAS 
which support the function of this paper to demonstrate how IFRS reporting can ultimately affect the whole of 
the economy and ultimately affect it in the global macro-economic environment. 
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-Form Over Substance, one of the primary ideas behind IFRS, is laid by the wayside. 
Activities generally aren’t recognized until proper documents are filed and processed 
(Schneider, et al., 2012). This leads to inaccuracies and lends a tendency towards dishonest 
reporting. 
 
-Cost Base Accounting such as book value as opposed to fair value is still used. There is for 
instance depreciation, but it tends to deal with the cost of manufacturing as opposed to the 
value of the equipment. 
 
-Russia has an extremely high inflation rate that should be taken into account; however the 
inflation effects are instead willfully ignored.  
 
-RAS recognizes book value and not fair value; assets are not tested for impairments and 
there are inadequate disclosure documents, such as income statements. 
 
4.34 Reporting Quality in Russia 
IFRS is still within a transition phase, so the presence of errors within the preparations should be expected and 
remedied. The situation with Russia is considerably more difficult than that of other well-developed market 
economies.  When working between two accounting standards such as IFRS and RAS the easiest method of 
preparation is generally through transformation.  In this process; however, there is a great possibility for 
inaccuracies to occur. Transformation often has a tendency towards exaggeration (Desfleurs, 2011). It is 
likely that the errors and inconsistencies presented by transformation will work themselves out as the move 
towards convergence continues and transformation decreases. Though crucial differences still exist, it is the 
intensions of the Russian government to complete the full changeover by the end of 2018 (RIA, 2013). 
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If you consider that for the past several decades of accountancy in Russia, the goal was book-keeping 
and balance not accountability, it becomes clear that there is a ‘generation’ that will need to have old habits 
(Tarmo, 2012).  That is to say, the existing pool of accountants is also somewhat problematic. Previously, no 
formal education or training was required for the purposes of accountancy.  In many areas it still requires no 
specific qualifications; however, the Russian government has taken steps to try to insure those responsible for 
high level reporting will possess the skills and knowledge to fulfill their role.  
 
 
4.35 Reporting Reliability in Russia 
The fore mentioned issues in quality aside, there are a number of issues that will reflect directly upon the 
reliability of the financial reporting statements released by Russian companies.  Chief among these issues is 
one that’s quite common to other countries as well, but not necessarily to this degree.  Russian companies first 
started using IFRS reporting nearly ten years ago.  Banks especially, engaged in their use in order to gain 
access to capital markets.  While the use of IFRS has been in effect for nearly a decade, there are still 
discrepancies in translation (Baker, 2012). Russia is a very large country and while it is possible for those 
with more exposure to English language to forgo this barrier, many are unable to do so. 
 
4.36 Reporting Transparency in Russia 
It is well documented and quoted that the one of the primary benefits of IFRS reporting is the transparency 
and comparability that accompanies them.  It increases the ease by which reports and performance between 
companies may be analyzed and compared.  It has been suggested that this may prove difficult within the 
scope of the Russian economy as there is a significant population of businesses which operate somewhat 
illicitly and will have no interest in paying taxes.  While illicit operations do tend to have significant earnings, 
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the great benefit to honest operations within Russia is that capital markets are scarce and IFRS reporting will 
make access to them significantly easier (Mulyadi, 2012). 
 
4.37 Multi-Agency in Russia 
The scenario mentioned on the preceding page provides a simplistic view of agents working cohesively with 
the interests of the investor. The triangle provides a balance which exerts force from three difference angles.  
The model took into account the type of relationship one might encounter in a democratic market economy.  
This situation becomes much more complex when we consider the relationship that may be present in the case 
of Russia.  
The investors still have expectations of both the government and companies but the relationships are 
not the same. While politicians know that their power lies in the hands of the people, i.e. investors, the 
relationship between government and companies in Russia is far closer than in some countries. In many cases 
the companies are state owned or controlled.  In the case of a state-run organization, where does the investor’s 
protection originate? Who ensures that their preferences are known and met?  In short what guarantee do they 
have that their invested funds are being used to their benefit?   
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This situation would seem to imply the very pinnacle of a complete breakdown in agency (Shapiro, 
2005) as the government and the companies have far more information and in many cases their interests will 
be mutual, putting investors at a significant disadvantage without a counterbalance as shown in figure 2. 
Perhaps the reason the relationship stands is that the limited capital access helps keep the two agents in check.  
Abusing the investor’s good will and or investment would be one of the quickest ways to ensure capital flight 
and the end of these beneficial capital markets. It could be argued that government and bureaucrats cannot be 
considered as agents because they are not elected by any one individual and are not working for the interests 
of any select person. Generally speaking that’s true; on another hand it might seem to be an erroneous view, 
which can be more readily seen in the case of Russia if one wishes to review the political angles. 
 
4.38 Game Theory, Moral Hazard and Asymmetric Risk in Russia 
Without going into politics in any great measure, it is fair to state that Russia is no stranger to game theory.  
The extent to which such events have unraveled in modern history could not be easily counted.  Game theory, 
however, is not something limited solely to the political arena and it is therefore prudent to ask a few 
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questions that should perhaps be revisited in other areas of dialogue. First of these being, if most governments 
are funded almost exclusively by tax collection, why then is the Russian government less concerned about 
relinquishing control of their sovereign rights to set accounting standards and taxation?  This comes back to 
our previous model where we stressed that in some cases the Russian government is the owner or primary 
controller of a number of state-run enterprises. 
As an example, you can see the top 6 performing Russian companies below in figure 3. It 
demonstrates quite simply that between 2005 and 2010, while reporting via IFRS, their net income has 
continued to increase.  This is not true of all Russian companies utilizing IFRS; however it is true of most. 
The thing of interest in this chart however is not the growth of the companies themselves, but rather 
the controlling interests behind the companies. Novatek is Russia’s number one natural gas supplier. 19% of 
its holdings is controlled by Gazprom, the second largest, and wholly owned by the Russian government, 
natural gas supplier. Transkreditbank on the other hand is not directly owned by the Russian government; 
however it is a wholly owned subsidiary of another banking organization which the Russian government 
controls 60% stake in.  In short of the top six performing companies, the government is directly benefiting 
from at least three of them.  
While it is true that Russia is seeking to open up a market economy, it is also true that on more than 
one occasion the government has been misleading in its intentions.  Should we not expect that similar 
occurrences might happen in relation to government controlled entities?  Is there a way for the investors to 
adequately protect themselves and truly monitor the use of the capital investments flowing into the Russian 
market?  Only time will tell how these events will play out, but there certainly seems to be significant 
evidence to warrant caution and to encourage investors to be on guard for issues of both moral hazard and 
asymmetric risk.   
In closing this line of thought, it is interesting to note that full IFRS adoption is still relatively new 
and it is likely not being utilized at maximum potential yet, even though some companies and banking 
institutions have over a decade of experience with them. That said, some research has shown that under IFRS, 
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technical efficiency among private domestic banks is lower than under RAS, or in other words their ability to 
operate at the lowest point on a short run cost curve has suffered.  What is more surprising than this is that 
while foreign private banks have continued to operate higher than their Russian counterparts, it is actually the 
state-owned banks that are operating most efficiently.  While this is certainly not beyond the realm of 




4.39 Summary of Russia 
Though this concert between the two reporting standards is amenable, it is still not ideal.  With our previous 
section in mind, I would suggest that it is entirely possible that Russia’s adoption of IFRS had less to do with 
the benefit to the country, the global market, and the investors and more to do with the desire to access the 
financial capital available. While not unlike many other adopters in this regard, the close relationship between 
the state-owned companies and the government brings to the forefront memories of the Russian financial 
crisis and how the redistribution of wealth somehow ended up, not among the masses as was intended, but 
among a hand full of oligarchs who now rule the country.  With such poor controls in place to enforce the 
multi-agency relationship within the Russian market, it would be advisable for investors to limit their 
exposure and pay close attention to the Russian market and political environment to more promptly identify 
opportunities for moral hazard and extensive asymmetric risk. 
The core of this research focuses on the belief that full IFRS implementation for both reporting and 
taxation purposes has the potential to reshape to some degree the global economy. Especially when dealing 
with the smaller or less developed economies any drastic shifts can cause large ripples that will spread 
outward and affect other factors.  It is my belief that adopting IFRS within a country will ultimately lead to a 
shift in ratios and GDP figures, and this will eventually lead to shifts in FDI inflows. Comparing the results 
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between Gazprom’s statutory filing and that of the IFRS replacement there appear to be significant upward 
shifts in sales reporting and revenue generating activities. While taxation may not be an important model for 
the Russian Federation, the majority of countries have no issue with using taxation as a means of generating 
or appropriating additional government funding. Therefore, results such as these on a grander scale may 
provide a tipping point for wide spread adoption. Furthermore, since investors always desire quality data, and 
companies almost always desire additional capital funding, enticing the governments of the world with the 
promise of increased cash flow may provide just the incentive needed to see the trifecta multi-agency 
relationship closed tight and even more widespread implementation taking hold. 
While this section was not written with the intent of extensive financial reporting evaluation, it has 
opened up interesting avenues of thought.  While evaluating Gazprom was beneficial, it’s only a look at one 
side of a multi-faceted figure and the next steps will require extensive evaluation on a wider scale in order to 
view the rest. In future research I will strengthen my assumptions and lend weight to my theories by 
expanding this research to include the analysis of the top 30 companies in Russia.  This will provide me the 
opportunity to cover a larger percentage of the financial generators at one time.  Since the top 35 companies 
in an economy generally contribute to about 35% of the GDP, analyzing these 30 statements in a similar 
manner as Gazprom and recalculating the new revenue figures and payments will likely provide the perfect 
data to support my claims that it can be substantial enough to shift global rankings and influence FDI inflows.  
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4.4 THE IMPACT OF IFRS IN A GLOBAL ECONOMY: INDIAN CASE 
4.41 Introduction to India 
The economic and political system in India has experienced prolonged and erratic periods of instability since 
the fall of the Soviet Union in 1992 (Subramaniam, 2005). It was at that point, with India in economic turmoil, 
a choice had to be made. There were two clear options available to India, first being to maintain the status quo 
in hopes that stability would provide conditions for change, the other being to implement stabilization 
measures and proceed with immediate reforms to transition from a planned economy to a market economy. 
Indian leadership elected the latter, a decision that has guided India ever since (Shankaraiah and Rao, 2004). 
During India’s economic crisis the currency evaluation was decimated and the entire banking 
systems nearly collapsed while the GDP. Several strong measures were implemented in 2000 which lead to 
stabilization.  New legal codes were implemented starting in 1991 and the whole tax system was then 
modernized to crease an effective tax collection system (McGee, 2004). A flat income tax of thirteen percent 
was put in place and taxation on corporate profits was relaxed.  This combination of actions helped stabilize 
the economy and usher in one of India’s most productive periods in history (Nagaraj, 1996).  During this time 
of prosperity India was able to build its markets to investment worthy levels which lead to a flood of domestic 
investment.  The stock market during those years grew rapidly leading to a flood of foreign investment and 
with these investors came the demand for transparent data. 
 
4.42 Historic Accounting in India 
Prior to the 1600s India was divided into independent kingdoms. The economies were simple and agrarian 
principals were predominantly followed. The Kings revenues were collected via a form of land tax allowing 
the monarchy a fixed share of crops. It was with the establishment of the East India trading Company in the 
17
th
 century that trade gained economic dominance ultimately resulting India’s annexation by the British 
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Parliament in 1858 which effectively guided the country economically until their independence in 1947 
(Khumawala, 1997). 
 Following India’s independence it was organized in the 28 states was seven union territories. These 
territories operated under an accounting system controlled by the executive branch of the central government 
which developed and regulated all rules relevant to maintaining accounts. However with extensive growth and 
the widening range of accounts the historic system quickly became outdated necessitating a system that better 
classified transactions and operations. Though the country has a democratic constitution, the leaders since the 
1950’s have held a tendency towards socialist ideals and have often tried to implement their ideals upon the 
nation. With the national emergencies that arose in the mid 70’s, by the 1980’s, India was considered a 
predominately socialist leaning state with a large majority of state run ventures (Rakagopalan, 2008). 
 Ultimately a detailed accounting organization was developed that specifically delegated 
responsibilities and oversight for accounting within India (Khumawala, 1997). At present the formulation of 
Indian accounting standards is governed by the Institute of chartered accountants of India (ICAI). This body 
presents its accounting standards to the national advisory committee on accounting standards (NACAS), a 
branch of the Ministry of corporate affairs. The NACAS makes official recommendations on IAS to the 
central government. 
 A large percentage of India lives in rural poverty. The majority of these citizens are uneducated and 
their economic development is still underway. Their greatest source of income comes from agriculture, and 
agriculture has virtually no accounting system. Furthermore India’s accounting practices are quite diverse as a 
result of more than 18 languages and countless dialects spread throughout the 28 states and seven union 
territories each of which has a distinct culture and trade practice. 
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4.43 IFRS Accounting in India 
Since the early 1990s India’s economy has experienced expansive growth with an average annual rate of 8%. 
However, the country socialists leaning past have proven to be a threat to its continued success (Rakagopalan, 
2008). Though the country enjoys the financial gains afforded it by capitalism, words such as capitalism and 
profit are still somewhat taboo in the country. The desire for continued growth has necessitated that India 
become more involved with capitalist nations. As a result India has had to reorganize its accounting structure 
on numerous occasions. The most recent advances are its movements towards international accounting 
standards.  
Like most countries involved in the IFRS movement, India has not elected to adopt IFRS as released 
by the IASB but has instead gone the route of convergence (IFRS PROFILE – IFRS.ORG). To date India has 
implemented 39 converged Indian Accounting Standards (IND AS) (.Ind AS pocket guide 2015 – PWC). This 
move towards internationally recognized accounting standards was prompted primarily by India’s listed 
companies. Those listed in those wishing to be listed in the future must be more transparent in the reporting if 
they wish to have access to foreign capital markets. Of great significance is the fact that India has been 
involved in countless accounting scandals stretching back to the 1950s when they first gained independence 
and persisting through the decades up to present. The scandals have consistently been multimillion dollar 
scandals but in the more recent history there have been numerous multibillion dollar scandals. If India wishes 
to retain access to foreign capital investment it is essential that they win the confidence of the investing public 
by enhancing their transparency and providing quality data that is reliable. 
Even though India has begun voluntary reporting under a system of IFRS, like most convergent 
states they have elected to maintain a national GAAP as well, essentially utilizing two sets of accounting 
standards, one for investors and one for statutory filings. Voluntary IFRS adoption began in 2015 and 
subsequent mandatory adoption will begin in 2016.  The calendar date for the mandatory implementation is 
being based on corporate valuation ranges as opposed to broadly rolling out across all publically traded 
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corporate entities. (Deloitte, IASPlus, 2015). The current roadmap for mandatory IAS implementation spans 
through 2019 at which point, given the current plan, convergence should be relatively complete. 
 The research of Meenu and Kavitha (2014), suggests that this implementation of IFRS is an 
exceptional opportunity for Indian corporations to enhance their business practices and reassure the investing 
public. Specific areas of improvement that they highlight include; reshaping management reporting systems to 
ensure corporate leadership has essential information, improving disclosure financial statement users, 
improving the metrics used to evaluate performance, benchmarking against global peers, ensuring appropriate 
training and qualifications for all financial departments and setting accounting policies in line with global 
industry practices (Meenu and Kavitha, 2014).  
Though India has implemented IND AS, it is still not recognized as an equivalent to IFRS due to the 
significant carve-outs, as they are called by KPMG (KPMG, 2015), which give unfair advantages to Indian 
corporations. The most significant carveouts has put forth in KPMG’s IFRS notes in comparison with IND 
AS, have been presented below.  
 
4.4 Significant Carve-Outs 
 First-time IFRS adopters are required to use the GAAP that was utilized immediately prior to 
adoption, however  Ind AS 101 specifies previous GAAP as the GAAP applied by companies to 
meet their reporting requirements in India immediately before IND AS i.e. existing notified 
standards 
 
 Under IFRS conversion options are derivatives reported at fair value whereas IND AS recognizes 
embedded foreign currency conversion options as ‘equity’ 
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 IFRS mandates the use of corporate bond rates by default, India on the other hand requires the use of 
government securities yields for determining actuarial liabilities (except for foreign components) 
 
  ‘Bargain purchase gains’ are recognizes income on profit and loss statement under IFRS and as 
‘capital reserve’ under IND AS. 
 
 As per IFRS loans must be reclassified as current liabilities however IND AS classifies loans as 
noncurrent even in cases of breach of a material provision if, before the approval of the financial 
statements, the lender agreed not to demand payment 
 
 IND AS does not permit straight-lining for escalation of lease rentals in line with expected general 
inflation whereas IFRS mandates it. 
 
 Excess of the investor’s share of the net fair value of the investee’s identifiable assets and liabilities 
over the cost of investment is transferred to capital reserve under IND AS instead of in the statement 
of profit and loss as is required by IFRS. 
 
 IFRS requires alignment of accounting policies whereas IND AS allows the option not to align 
accounting policies for Associates and joint ventures with those of parents if deemed unsuitable, 
impractical, or excessively difficult to perform (KPMG,. 2015). 
 
4.45 Reporting Quality in India 
IFRS is still within a transition phase within India however corporate management has felt the pressure to 
reform accounting practices and increase the level of transparency as is required by alert lenders, regulatory 
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agencies, financial analyst and other users of financial information. It has become clear that the quality of 
information determine how efficiently they have performed in their role of corporate governors.  
India is one of the top Asian countries that allow voluntary adoption of IFRS by individual 
companies. Numerous large and globally competitive Indian companies already use IFRS. These companies 
comprise over 23 percent of the Nifty 50 market capitalization thus demonstrating that the use of IFRS as a 
high quality reporting standard has greatly enhanced their appeal to international investors which in turn 
facilitates their access to the international capital markets (Hoogervost, 2015). India has made huge inroads 
into improving its accounting quality under the guidance of President Modi. The country is shown that it is 
resolute in its desire to improve its international image. The new IND AS are recognizes a huge step in the 
right direction towards establishing and using a high set of quality standards for investors.  
Various surveys taken by both corporate leaders and corporate stakeholders make clear that it is 
generally accepted that IND AS is a high quality standard that will allow Indian companies to engage with 
investors in a fair and equitable manner. In fact reporting quality is generally regarded as one of the primary 
benefits that IND AS will provide, as declared by approximate 84% of those surveyed by PWC. That said 
IND AS is still not equivalent to IFRS as the carve-outs shown in the previous section demonstrate, and due 
caution must be used when analyzing financial data. 
 
4.46 Reporting Reliability in India 
Reliable, consistent and uniform financial standards are a vital part of corporate governance and a keystone to 
maintaining investor confidence. The environment of the Indian economy can be challenging and 
occasionally necessitates some divergence from IFRS (Grant Thorton LLC, 2015). The historic precedent for 
accounting reliability in India certainly presents cause for doubt however both domestically within India and 
internationally throughout the global economy is genuinely believe that the movement towards IFRS via IND 
AS is a significant step which should help increase the reliability of accounting information from Indian 
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companies. Areas of contention that are likely to draw ire fall in areas such as inventory valuation, 
depreciation accounting and the use of alternative accounting treatments when permitted. Such broad 
flexibility presents challenges in judging the quality and reliability of financial information. Furthermore the 
ability to compare financial information within any given economy, let alone an entire global industry, 
becomes extremely impaired (Shankaraiah and Rao, 2004). There is a lack of professionals with adequate 
basic accounting experience, let alone at the international level. They are as of yet untrained and unfamiliar 
with how best to utilize international accounting standards to maximum benefit for the company and its 
stakeholders (Gurpret and Amit, 2014). None the less the burden of demonstrating and proving quality and 
reliability of IND AS falls on these individuals. 
 
 
4.47 Reporting Transparency in India 
India’s economic rise has driven transparency to the forefront of accounting issues in India and has quickly 
resulted in valuable and usable financial information for corporate stakeholders (Shalini et al., 2009). 
Transparency boils down to an issue of ethics, as has been clearly demonstrated by past scandals, ethics is not 
one of the stronger virtues of India’s corporate ethos. The lack of quality accounting instruction in India has 
helped foster a system of corruption in the past that has generally shrouds truth and lacked transparency. If 
more strenuous care is taken with accounting instruction, ethics can be learned through the classroom. 
Students can learn the importance of protecting and promoting the integrity of their company’s financial 
records and the international benefits it affords. If ethical behavior can be improved at the base level and the 
tolerance for unethical behavior weeded out, it will further both quality and transparency in India’s financial 
reporting.  Despite continued progress, India has a decentralized government and the economy is extremely 
complex as a result of the various bureaucratic systems that have broad discretionary powers (State.gov 2015). 
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The level of capital market access and the amount of investments Indian companies are able to entice will 
depend largely on the level of their transparency in financial dealings (Shalini et al., 2009).  
 
 
4.48 Multi-Agency in India 
The problem presented by India is that by its very Constitution it is a democratic state however as mentioned 
in previous sections of this paper, from the earliest days of independence the governmental leadership has 
opted to pursue socialist ideals. The state took on the role of attempting to spur high growth rate while relying 
on domestic industry to build up local development.  It was expected that the benefits of a high growth rate 
would roll down to the poverty-stricken lower-class increasing their savings and enable them to invest. 
Unfortunately this proved hugely unsuccessful. 
 Despite the fact that India is a democratic country, the government has consistently demonstrated 
socialist activity that destroys investor confidence. Examples of this stretch back to the early ‘70’s with the 
nationalization of India’s largest banks, seizure of the means of production such as coal and then public 
services such as health. Years later followed by legislation requiring Incorporated companies in India with 
more than 40% foreign equity to gain approval in order to conduct business. In the late 70s population 
controls were enacted by the government, strongly encroaching on personal rights without even the regard for 
constitutional amendment. Such conditions clearly demonstrate a lack of disassociation between government 
and corporate interests and a complete lack of individual investor protections, circumstances best 
demonstrated by the modified multi-agency model for state run enterprise.  
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Figure 4.24: Modified Multi-Agency Model India 
India’s legal system has eroded public sector and investor protections. India is ranked 186th, by the 
World Bank’s ease of doing business (State.gov, 2015). The most common investor complaint tends to be the 
failure of Indian entities to uphold contract sanctity. Dispute resolution of corporate matters takes an average 
of four years to resolve in Indian courts. Despite the fore mentioned details, India is making great progress 
weeding out corruption and improving transparency for investors. While India would have fallen under the 
multiagency model for socialist countries, despite being a “democratic capitalist” due to its recent past, the 
country is quickly transitioning into a standard free market economy with properly separation of corporate 
and government interest and investor protections, as represent by a standard multi-agency model.                        
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Figure 4.25: Multi-Agency Model India 
 
4.49 Game Theory, Moral Hazard and Asymmetric Risk in India 
While it is certainly not to say that there may not be altered motives to India’s implementation of IFRS, it 
would appear to be quite straightforward as the developing nation seeks to procure access to foreign capital 
for the purposes of maintaining growth and bettering the circumstances of the Indian people. Generally 
speaking India does not face the same issues of rivalry and distrust that China and Russia are forced to 
contend with. That is not to say that there are not significant matters that need to be addressed for India.  
As pointed out earlier in this paper, India’s past dealings are rife with corruption and underhanded 
dealings. The sheer number and scale of the accounting scandals that has plagued India’s corporate culture 
makes clear the fact that moral hazard and asymmetric risk are very real dangers for investors to consider 
when entering the Indian market. The nature protections for public servants combined with the vast array of 
bureaucratic rules and regulations throughout India’s territories create a breeding ground for moral hazard as 
those individuals more accustomed and knowledgeable about the various practices between territories and the 
loopholes that may be employed may be encouraged to pursue business activities under false pretenses or by 
misleading other stakeholders.  
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While the use of IFRS is helping India to greatly improve its financial transparency, there is still 
significant uncertainty as some business practices remain unclear in the political and fiscal arrangements are 
not always presented in a timely manner. Investors who failed to rigorously investigate the laws and 
regulations covering the regions they invest in may be unable to identify asymmetric arrangements that would 
otherwise influence their willingness to engage in investment. Is important to distinguish that in the 
circumstances asymmetry does not refer to an illegal practice, but rather the omission or oversight of details 
that parties are under no obligation to put forth, such as for instance reporting variations that may exist 
between territories.  
While it is true that India is striving towards a proper market economy, the not so distant practices of 
the government, the volatility that has often ensnared Indian politics, the wide spread corruption that has 
plagued Indian corporations and the as still developing investor protections should definitely be factored into 
any risk assessment by potential investors.  
 
4.49 Summary of India 
India’s convergence process with IFRS via IND AS is without question of movement in the right direction. Its 
acceptance is being recognized and applauded throughout the international community and India is reaping 
rewards for its implementation. The full benefits are as yet unattainable due to substantial issues that still exist 
with the current state of any and accounting. Foremost among these concerns is the carve-outs which allow 
too much leniency in reporting, presenting what some might consider to be inaccurate data to investors and 
complicating company comparisons. 70 years of socialist influence by government entities within India have 
played a substantial role in the development of accounting standards. Even with the implementation of IND 
AS the underpinnings of socialist influence can still be identified. Nonetheless, as India continues to grow in 
the international community and the demand for transparent and fair quality information continues to insert its 
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own pressures, it is likely that Indian accounting will continue to evolve and more closely aligned with IFRS 
as put forth by IAS. 
 The continued growth and development of the accounting standards in India and the future success 
of IFRS convergence there will depend largely on the country’s ability to maintain political stability, root out 
corporate corruption and continue to attract foreign interest. As previously stated, with the rapid growth and 
development currently sweeping through the nation, India’s in an opportune position to reshape its corporate 
culture. With private savings increasing and educational opportunities opening up to young Indians in many 
business fields, but especially in accounting, it is vital that this opportunity to instill strong ethical values to 
future business leaders and accountants. It should therefore be a priority for India to develop quality 
educational centers to provide this training. Failure to do so threatens the future success of business ventures 
in India and risks damaging the relationship between foreign investors and Indian corporations. 
 Perhaps most interesting about the case of India is its ability to demonstrate the shift between the 
multi-agency state run model and the standard multi-agency model. The differences in decision making by 
government and corporate entities and how their decisions or relationships have affected foreign investors 
under a socialist model compared to how their shift towards a true free market economy with the clear 
separation of corporate and government interest with greater investor protections is spurring tremendous 
economic growth and preparing India to be one of the next global economic superpowers. 
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CHAPTER 5: IFRS IN A GLOBAL ECONOMY: AMERICAS  
5.1 THE IMPACT OF IFRS IN A GLOBAL ECONOMY: BRAZIL CASE 
 
5.11 Introduction to Brazil 
Like India, Brazil is a country that is historically been plagued by frequent political and economic turbulence. 
It has repeatedly experienced extreme high and low economic points due to its heavy reliance on imported 
commodities such as oil and it somewhat limited exports, primarily coffee. Brazil’s dominance in the coffee 
market started in the 1970’s and spurred rapid economic growth (Gruss, 2014). At the time, Brazil was 
responsible for supplying the majority of the world’s coffee, and it accounted for approximately 70% of 
Brazil’s exports. Historically speaking Brazil has been a primary producer of sugar and for a short time there 
was a gold boom however coffee has been the lasting economic commodity. This is proved both beneficial 
and detrimental. Generally speaking coffee is a safe commodity with high demand around the world however 
has demonstrated in in the past, interruptions to commodity pricing tend to stagger the Brazilian economy. 
 
 
Figure 5.11: Brazil’s Economic Volatility – Commodity Economy 
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Opposite the export commodities would be the import of commodities such as oil. In 1973 Brazil 
experienced a huge economic shock as the cost of importing oil doubled. Brazil being almost wholly reliant 
on imports for its oil consumption, they were forced to engage in borrowing to maintain their level of 
consumption (Gruss, 2014).  This eventually caught up with the government in the 80s as they became unable 
to finance and service their international debts, which then compounded issues as international lenders 
became hesitant about lending to Latin American countries. These compounded issues led to hyperinflation, 
recession and political turmoil (Economist 2016). 
In Brazil’s modern political history, it has flipped back and forth between both military and 
democratic `. From 1946 to 1964 Brazil was run by a Populist democratic regime ending in 64 with a military 
coup. Following the coup, Brazil operated under military rule for nearly 2 decades, from 1964 until the mid-
80s. The subsequent economic crisis of the 80s demonstrated the ideological differences between military rule 
and democracy and as the country plunged into chaos democracy once again claimed control (Codato 2006). 
By the mid-90s, the Democratic leaders had managed to institute a currency reform for the real and the 
economy was expanding rapidly at an average rate of 5.1% annually and Brazil was able to maintain a strong 
growth rate until the late 90’s early 2000’s (Mavar et al. 1999). Recently, Brazil has shifted to a rule based 
system of accounting which requires a different mindset, one which the country may not yet be prepared for 
(James, 2011). Unfortunately, even in modern times, Brazil has been plagued with corruption and scandal just 
as India is. In current news, Brazil’s female president, Dilma Rousseff, is undergoing impeachment 
proceedings for an accounting scandal (Forbes, 2016). There’ve also been repeated scandals with major 
corporations such as Brazil’s primary state run oil company, Petrobras. There are even multibillion-dollar 
scandals related to the 2016 Olympic construction projects in Rio underway (Time 2016). 
 The country full of impoverished people, political and corporate establishment rife with corruption 
and a looming economic crisis caused by government expense exceeding revenue, Brazil is poised once more 
to send into political and economic unrest. That said, the Brazil is also in an opportune position to reestablish 
itself. Following the change of military regime back to democracy, many of the old players were able to retain 
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their rank and position. In recent years the younger generation is gaining control of the legal system, the 
government and the economy. This younger generation of civil servants seems set on eliminating corruptions. 
They have grown up under democratic conditions and are generally more qualified with nearly a quarter of 
them possessing postgraduate degrees (Economist 2016). 
 
5.12 Historic Accounting in Brazil 
Accounting was first introduced to Brazil with the coming of the Italian Renaissance. As the Portuguese 
colonized Brazil they also introduced taxes. With their colonization came various changes such as cultural 
and economic reforms with the objective of establishing an economic relationship with England.  The creation 
of trading companies necessitated the need for education reform as the people of the colony black even basic 
knowledge of technical practices (Rodrigues et al., 2011). In 1817 joint stock companies were first formed for 
the purposes of exploiting natural resources. However, even with reforms the economic structure of Brazil 
remained unchanged; it remained in agricultural exporter of raw materials and importer of manufactured 
goods.  
It wasn’t until Brazil’s industrial boom in 1850 that the first commercial code was developed. It was 
this code that set the groundwork for the accounting profession by instituting a system of mandatory 
bookkeeping that required annual balancing (Trisciuzzi, et al, 2010). The commercial code breathed life into 
Brazilian markets in a way that a decades of colonization had failed to do. But just as in all cases of 
industrious nations accounting was interconnected with political policy and economic cycles. In short though 
it’s fair to say that Brazil’s accounting practices were strongly influenced by the British. 
In modern times, Brazil has remained commodities market however the accounting practices 
themselves have changed. Often it has been the upswings and downswings in the economy and the fluctuating 
political environment of Brazil have strongly influenced the range of accounting, the financial reporting 
requirements and the level of disclosure required. Since Brazil operates much like India and that is a 
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decentralized government with independent bureaucracies and varied accounting practices between regions. 
This has often created asymmetries and rivalries at different levels of government which resulted in 
superficial regulations (Trisciuzzi et al, 2010). This level of decentralization and information asymmetry 
presented ideal conditions for the rapid spread of corruption, ultimately manifesting in the scandals that are 
seen in modern times. 
 
5.13 IFRS Accounting in Brazil 
The road to IFRS for Brazil first began on December 17, 2008. Width the Brazilian exchange commission’s 
approval the convergence of Brazilian gap with IFRS began with full adoption planned for 2010 (IFRS.org 
2015). As one of the largest economies in the world Brazil is unfortunately beset with poor enforcement and 
strong incentives for financial manipulation due to taxes. Additionally as a commodity market financial 
conditions tend to be somewhat volatile. This is assisted by poor governance and the variability between 
regional bureaucracies (Murcia et al., 2010). It was believed that adopting IFRS would increase transparency 
and help to alleviate some of these conditions. However, whether or not this has occurred is strongly in 
question.  
Evidence suggests that Brazil is likely a label adopter, utilizing the benefits of the IFRS name 
without doing due diligence and effectively implementing the standards. Label adopters did not tend to 
benefit greatly from simply applying the label and can generally be easily recognized as true adopters 
experience better results (Daske et al., 2007). The research of Murcia et al., colored financial data for the 
years ending 2006, 2007 and 2008. Their findings showed that half of the companies did not disclose the 
effects of IFRS; they did disclose fair value of their financial instruments however omitted the criteria used in 
computing them. In summation their findings were that IFRS did not have a positive impact on corporate 
disclosure and that these companies failed to disclose the information required by IFRS (Murcia et al., 2010). 
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IFRS of Notes 
 IAS 26 – Accounting and Reporting for Retirement Plan Benefits. Retirement benefits tend to be 
large debts, it’s somewhat essential to include IAS 26 however in Brazil this will require 
coordination with the pensions regulator (PKF, 2009).  
 
 IAS 29 – Financial Reporting in Hyperinflationary Economies. While it’s true that Brazil’s not been 
considered a hyper inflationary economy since 1998, the country has recently experienced a 10 year 
high, see the chart graph below, and with the level of widespread corruption and scandal at the top 
levels of government currently plunging the country into uncertainty, conditions may change rapidly 
(PKF, 2009). 
 
 IAS 21 – The Effects of C hanges in Foreign Exchange rates.  CPC 02 does not consider subsidiaries 
to be extensions of the parent company and therefore mandates they use the same functional 
currency as the parent (PKF, 2009). This is significant since it’s already known that Brazil engages 
in exchange-rate manipulation, which may affect the overall outlook of Brazilian companies to 
investors. 
 
 IFRS five, 16 and 40 - property, plant and equipment, investment property, and noncurrent assets. 
IFRS mandates that assets be revalued at fair value on a regular basis. CPC 27, 28 and 31 forbid 
revaluation of individual assets under law, entire classes may be revalued. In other words the value 
of assets may be artificially inflated. 
 
 IAS 33 – Earnings per share – Brazilian GAAP are less demanding than IFRS in regards to 
disclosure, so while Brazil’s corporate law requires the disclosure of earnings per share, it does not 
specify how it’s to be calculated.  As this is a major investment indicator for investors, no clear 
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specification on how it’s to be calculated may make investors suspicious and encourage companies 
to misrepresent data. 
 
 
Figure 5.12: Brazil’s Inflation levels Rising – Hyperinflation coming? 
 
5.14 Reporting Quality in Brazil 
First and foremost we can say that accounting quality tends to be higher among those large Brazilian firms 
which utilize big in auditors. This is one way that companies can distinguish themselves in a regulatory 
environment that is generally considered weak to investors. That said the research of De Mello and Carlos 
demonstrated that the close link between financial reporting and taxes and Brazil encourages auditors to be 
more lenient on the interpretations of tax code (De Mello and Carlos, 2004). There is proof that those utilizing 
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big in auditors report lower income than companies utilizing other auditors which might imply higher quality 
accounting practices and less tolerance towards questionable interpretation of tax code.  
In 2012 Brazil ranked 69
th
 of 174 countries in a corruption assessment. Corruption scandals are 
frequent in Brazilian politics, often involving high-ranking political figures. The country has a long history of 
data misrepresentation. The fact that Brazil’s application of IFRS allows more leeway and less detail in 
reports, in some instances may present circumstances that might easily be taken advantage of in scandalous 
activities. Furthermore it’s relevant to once more point out that Brazil is generally considered and IFRS label 
adopter, i.e. not truly utilizing the standards to increase transparency and reporting quality. Even when 
reporting required data is frequently omitted and/or interpreted differently via legal alternatives. It would be 
advisable that any data obtained in regards to Brazilian companies be verified as carefully as possible before 
making any investment decisions.  
 
 
5.15 Reporting Reliability in Brazil 
Reliable, consistent and uniform financial standards are a vital part of corporate governance and a keystone to 
maintaining investor confidence. The environment of the Brazilian economy presents many uncertainties 
based on the varied legal circumstances, tax rules and corporate implementation choices that may be involved. 
The historic precedent for Brazil presents a picture of uncertainty. As with quality companies utilizing a big in 
auditor are likely much more reliable than those without however the lenience involved with tax reporting by 
both also raises questions. The acceptable variations may make it difficult if not impossible to clearly 
compare companies within an industry let alone across national boundaries. The quality of the professionals 
operating in Brazil still requires improvement, however, more and more young Brazilians are obtaining four-
year degrees in business from accredited universities. This is an encouraging sign that future professionals in 
Brazil’s accounting environment will be qualified, knowledgeable and ethical 
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5.16 Reporting Transparency in Brazil 
In a 2013 World Bank report, Brazil ranked  1 multiagency and 30 out of 185 countries in terms of the ease of 
doing business (World Bank, 2013). The country has an extremely difficult regulatory system requiring 
countless procedures and the long durations (Quinteiro et al., 2006). The fact that the independent states of 
Brazil are empowered with the ability to apply their own taxes is bound to present unknown challenges and 
unexpected costs. One of President Rouseff’s key activities during her time in office has been to improve 
Brazil’s business transparency to further encourage foreign investment. A lack of enforcement regimes and 
incentive has failed to motivate most Brazilian companies to be more forthcoming and transparent in their 
reporting (Borges et al., 2001). A lack of commitment or inappropriate use of IFRS tends to erode their 
usefulness to Brazil’s corporations. The system of corruption has in the past shrouded truth. If IFRS are 




5.17 Multi-Agency in Brazil 
Brazil falls under a classic multiagency model. Despite the government seizing control of several major 
industrial ventures in the 90s, they have generally operated more like a free market economy and those 
properties have since reverted back, though the government still owns a sizable portion and their influence 
cannot be truly known. The presentation a multiagency and Brazil is relatively easy to identify. A developing 
economy poise to be a major economic power, the fairly straightforward situation. Clearly investors demand 
transparency, especially given Brazil’s history of scandal and questionable practices. Many of the larger listed 
companies sought to gain access to foreign capital by voluntarily adopting IFRS. Despite this fact, as they are 
generally considered label adopters, they may in fact be violating the sanctity of the agency relationship. 
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Investors should be aware that there is likely significant information asymmetry. From the side of the 
government, the situation is also very clear. The government seeks to grow GDP and further investment into 
the country’s economy.  
Requiring mandatory IFRS adoption for all listed companies was likely the best way for the 
government to encourage foreign investment, a mutual interest they share with the corporations. As 
enforcement is fairly weak and the regulatory structure is still being developed, this works to the benefit of 
both the government and the corporations. Furthermore in cases of scandal it is generally major political 
figures and corporate leaders involved. They both stand to benefit from the current conditions.  
To further support the existence of the multi-agent relationship we can look to the research of Cardoso et al., 
(2008), whose research mentions three interesting theories that reinforce the multi-agent theory.  
 
 
Figure 5.13: Standard Multi-Agency Model for Brazil 
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 The first of the theories is public interest theory which presents the viewpoint that” regulation takes 
care of public interest”. It is akin to the state as a regulatory agency. This theory implicitly assumes 
incentives the regulators are lined to the public interest. 
 Next is the interest group theory. This theory operates on the opposite side of the spectrum, assuming 
that I regulators main goal is to keep itself in power and thus regulation is designed to that end. 
 The Haber mas’ approach says big size closely held firms are proactive in their sins to avoid 
legislation and regulation for their own benefit (Cardoso et al., 2008). 
In conjunction with the classic agency model between investors and companies, these three approaches 
establish a clear link that supports the validity of the multi-agent relationship and summation.  
 
5.18 Game Theory, Moral Hazard and Asymmetric Risk in Brazil 
The presence of game theory in the case of Brazil is relatively unquestionable. With the government’s call for 
mandatory IFRS adoption supported by week enforcement and legislation has made it clear that their intention 
is to improve their own situation regardless of the other participants. The same could be said for the 
corporations involved. It’s important to point out that not all corporations nor legislators are guilty of trying to 
mislead or misappropriate investor funds however the environment in total has the stigma of scandal, 
misrepresentation and self-interest.  
The existence of moral hazard should be assumed if for no other real reason than investors need to 
protect themselves against those who would take advantage of the conditions. There are plenty of scandals 
which can clearly demonstrate parties entering into contracts agreement dishonestly or with misrepresented 
intent. As should also be assumed, the existence of asymmetric risk is unquestionable. Even under nearly 
perfect circumstances the existence of asymmetric information should be expected. In an environment where 
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regulation is poor, transparency is unreliable and legal regulation is varied investors must expect that some 
parties will engage in activities utilizing personal or inside knowledge without sharing with other parties.  
 
5.19 Summary of Brazil 
As is the case with most developing nations, Brazil’s movement towards IFRS adoption was without doubt in 
their best interest. As they are not fully adhering to the intent of the standards the benefits they receive from 
IFRS adoption are likely to be varied. Additionally the current environment of Brazil given the major political 
scandals, the massive Olympic expenditure and the discontent of the impoverished peoples are very likely to 
have a detrimental impact on Brazil’s long-term condition.  
Unless the Brazilian regulators work steadfastly to enforce proper accounting regulation, even the 
limited gains obtained by a name adopter are likely to dry up in the country’s reputation as a viable 
investment option may dry up with them. Brazil is poised to be a dominant global economy if they continue 
their pursuit of IFRS and eliminate corruption from the upper levels of government and company. The 
international community requires transparency and fair quality information and the more closely aligned with 
IFRS Brazil is, the better its future prospects. 
Like India, Brazil should continue to enhance his educational systems and educate its accounting 
professionals and ethical business practices as well as the basics of accounting. It should therefore be a 
priority for Brazil to establish. Failure to pursue this course risks harming Brazil’s future economic growth 
and alienating quality investors.  
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The United States of America is a Democratic state controlled by elected officials.  There are two largely 
recognized political parties that have to date filled most rolls of government unchallenged, the Republican 
Party and the Democratic Party. The country consists of the 50 continental United States and various other US 
territories throughout the world.  By global regional standards the United States is an extremely young 
country. Nonetheless, it grew to be the world’s most economically prosperous and politically powerful nation 
in the world. Though initially established as a British colony following the war of independence, which ended 
in 1783, the United States developed into a democracy affording the People’s freedoms and rights 
unparalleled in human history beginning in 1788 with the signing of the Declaration of Independence 
(Conway, 2011).  
By the middle of the 19
th
 century, the United States had begun experiencing massive expansion and 
growth both in the population and the economy. Prior to the American Civil War, the country was prospering 
as an agricultural nation, however it is generally conceded that this good fortune was built on the foundation 
of a slave economy (Wright G., 2001). With the political upheaval and massive shock to the United States 
economy that followed the American Civil War, the nation was forced to build itself not on the reliance of 
slavery but rather on the reliance technology.  
Between the 1890s in the early 1920s the country began to experience large bouts of growth is waves 
of company mergers occurred and further spurred innovation such as the Ford assembly line. But it was 
following the 1940s that really began to demonstrate the economic powerhouse that the United States would 
become. With the end of WWII and the consistent threat of the Cold War, American industry was polarized 
and society bent on continued economic success. 
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Like most developing industrious nations, America has been plagued by serious bouts of scandal and 
corruption which have prompted significant changes to political and fiscal regulatory policy. In the case of 
America this period of corruption was brought to light between 1990 and 2002 as federal prosecutors 
convicted more than 10,000 government officials of corrupt acts ranging from conflict of interest to 
campaign-finance violations and obstruction of justice (Saks and Glaeser, 2006). The difference between the 
corruption faced by the US and that of some less-developed nations, was the strong approach the US took to 
ratifying political change and reassuring the domestic and international investors. Today the United States 
hosts one of the most comprehensive and trustworthy systems of financial accounting available in the world. 
The country is generally considered to be a good source for investment as it has strong enforcement, a 
relatively trustworthy judiciary and a stable democracy. That said, the country faces radical challenges that 
threaten the very fabric of the country’s constitution. Even now political and civil unrest within the country 
are increasing at an exponential rate. However, even under such strange circumstances the United States is 
likely to remain stable enough to remain a safe investment option and a dominant force on the world stage.  
 
 
5.22 Historic Accounting in the US 
Since the establishment of the United States and 1788, the country has developed at an exponential rate both 
politically and economically. This led to the necessity of a strong accounting basis which could be used for 
assisting and monitoring business practices. The research of James L. Chan has put forth that there were 
essentially three major waves of accounting reform within the United States. These waves had very specific 
purposes; the first insured financial integrity, the second supported law-based financial management and the 
third promoted accountability and transparency (Chan, 2001).  His assertions can generally be considered 
accurate when looking at the milestones of governmental accounting mentioned in his research; 
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1921 Bureau of the Budget and General Accounting Office (GAO) - Budget and Accounting Act 
1934 Securities and Exchange Act (SEC) – Governs the trading of securities 
1937 Separation of the GAO’s accounting and auditing functions - The Brownlow Committee 
1950 Accrual accounting - Hoover Commission  
1975 Governmental consolidated financial statements - accrual basis - Arthur Andersen & Co. 
1976 Treasury Department begins issuing annual financial statements on the accrual basis. 
1984 GAO requires audited agency statements on the accrual basis. 
1986 Comptroller General endorses accruals and consolidated reporting. 
1990 Chief Financial Officers Act requires audited agency-wide financial statements. 
1991 Federal Accounting Standards Advisory Board (FASAB) is established. 
1998 GAO begins auditing government-wide financial statements on the accrual basis. 
2003 AICPA recognizes FASAB standards as GAAP after FASAB’s restructuring. 
 
 
As demonstrated, the US’s commitment to accounting excellence has accelerated rapidly with ever-
increasing commitment to quality, reliability and transparency. Perhaps one of the most significant moments 
in recent US accounting history is the implementation of the Sarbanes-Oxley Act (SOX), which was enacted 
in July 2002. This act essentially expanded the authority and responsibilities of the government auditing 
committee to oversee financial reporting and internal controls (Cohen et al., 2013). SOX were implemented as 
an almost direct response to the Enron scandal. It was a comprehensive reform of business practices 
specifically aimed at accounting and auditing. Enron was one of the world’s largest energy companies based 
out of Texas. In 2001 the company bankrupted causing historic damage to investors, pensioners and the 
financial markets. As a result confidence in the US financial markets was deeply shaken (EY 2012).    
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Figure 5.21: Global Stock Markets by size 
 
 
As the country with the largest stock markets and the most investment in the world, the Enron scandal and the 
other lesser known scandals mandated a drastic action to reassure and rebuild investor confidence. As a result 
SOX provided a decisive response designed to enhance transparency, uphold executive accountability and 
protect investors. was put in place that rocked the countries financial markets. Several key elements of the 
Sox act have been replicated in other countries and accounting systems throughout the world (EY, 2012).  
 The financial crisis of 2008 lead to yet another piece of strong legislation in the United States; The 
Dodd-Frank Wall Street Reform and Consumer Protection act of 2010. The intent of the act; 
 
“To promote the financial stability of the United States by improving accountability and transparency in the 
financial system, to end ‘‘too big to fail’’, to protect the American taxpayer by ending bailouts, to protect 
consumers from abusive financial services practices, and for other purposes (US GOV, 2010).” 
 108 | P a g e  
 
5.23 IFRS Accounting in the US 
Since the 2002 I SAB memorandum, professionals from the best accounting systems in the world have been 
working together to present a unified standard that’s globally acceptable. The US has repeatedly reaffirmed its 
commitment to the advancement of unified standards, however, actual movement towards the adoption of 
IFRS has been little more than words at this point has there’s been no official movement towards that end. 
The SEC, who is responsible for the protections of investors, has stressed the need of high quality accounting 
standards to meet the needs of a global marketplace. 
Fosbre et al., have pointed out the fact that trade agreements such as NAFTA the current TPP have 
thrown open the doors for cross-border financial investment. With these reduced barriers it’s become far 
easier for companies to become a multinationals (Fosbre et al., 2009). In many cases the majority of earnings 
for these multinationals are coming from abroad thereby complicating the reporting process and distorting the 
understanding of investors. While the US continues to resist adopting IFRS, according to the I SAB nearly 
33% of the market capitalization is now represented by IFRS as opposed to the 35% made up by US GAAP 
(Fosbre et al., 2009). It is unquestionable that IFRS for their converged partners are quickly overtaking US 
gap as the primary means of financial accounting and is already utilized in more than 150 countries. 
 
 
Figure 5.22: World Capitalization by Accounting Standard 
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There is no question that IFRS use has increased dramatically in recent years. The research of various 
academics has shown the potential of IFRS to improve the function of capital markets and facilitate economic 
progress. The US even allows for IFRS reporting for non-US firms traded in US markets (Harris et al., 2013).  
US gap is already a very high quality accounting standard. It is generally considered equivalent for IFRS 
reporting. As IFRS are as yet still in the proving phases, it is somewhat understandable that the US is not 
made an official move towards convergence. As a country with the largest stock markets and companies, the 
US stands to be greatly impacted by regulatory changes mandated by IFRS. It is understandable that those in 
leadership roles within the accounting community should want to verify just what impacts can be expected. 
Furthermore there is the fact that even the IASB president has acknowledged that adoption of IFRS 
necessitates the forfeiture of some sovereign rights in regard to financial standard setting, a suggestion 
Americans inherently rebel against. All of this is not to say that the US is not accommodating to IFRS. In 
truth they accept IFRS reporting from all foreign filers.  
There are some additional considerations that may play a role in the American accounting 
professions resistance to IFRS. The US is a highly regulated market with severe litigation liability. US GAAP 
covers most any condition that can arise. The standards have been well laid out and thoroughly thought 
through to allow for any scenario. This is a valid protection for accountants operating in the US. The shift 
IFRS may in fact strip them of some of their protections leaving them vulnerable to litigation. 
The more probable reason for the US is slow progress towards convergence remains in the political 
arena. As previously mentioned, America is not prone to giving up authority to foreign entities. This stance is 
not without justification as it is the responsibility of the US government and its entities to see to the well-
being of US citizens and investors. Foreign entities though operating for the good of all investors do not put 
the interests of American investors first. The SEC has reported on numerous occasions that IFRS are not strict 
enough, not consistent enough and allow far too much leeway in their reporting options. US GAAP being 
highly tested and vetted accounting framework has established common practices and precedents for dealing 
with most situations. 
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5.24 Contentions between IFRS and US GAAP 
 REVENUE RECOGNITION: IFRS recognizes revenue only when risks and rewards of ownership 
have been transferred and the buyer has control of the goods, he can then be assumed that the 
economic benefits will reach the company. US GAAP requires delivery have occurred and that 
persuasive evidence of an arrangement for the transfer and collectability has been reasonably assured. 
 
 EARNINGS PER SHARE (EPS): under US GAAP shares may be settled in shares or cash at the 
issuer’s option. The default assumption is that shares will be issued a less clear evidence is been 
provided to the contrary whereas under IFRS they are always considered to be settled in shares. 
Under US GAAP, for year-to-date and annual computations when each period is profitable, the 
number of incremental shares added to the denominator is the weighted average of the incremental 
shares that were added to the denominator in each of the quarterly computations. IFRS on the other 
hand state whether the period is profitable or not, the number of incremental shares is computed as if 
the entire year-to-date period were “the period” (that is, do not average the current quarter with each 
of the prior quarters). 
 
 INVENTORY: LIFO is prohibited under IFRS and the same cost formula must be applied to all 
inventories similar in nature has opposed to US GAAP which allows the LIFO method and the 
consistent cost formula without mandating nature. 
 
 LEASING: US GAAP allows land and buildings transferred via lease to be classified as capital 
leases regardless of the relative value of land.   Additionally, unlike US GAAP which states if only a 
small part of the use for an asset is sold, gains and losses may be deferred or amortized over time, 
IFRS mandates immediate recognition subject to the difference between the cell value and the fair 
value  
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 TAXES:  US GAAP requires taxes paid on intercompany profits to be deferred and prohibits the 
recognition of deferred taxes on temporary differences between the tax bases of assets transferred 
between entities/tax jurisdictions that remain within the consolidated group.  IFRS on the other hand 
requires taxes paid on intercompany profits to be recognized as incurred and requires the recognition 
of deferred taxes on temporary differences between the tax bases of assets transferred between 
entities/tax jurisdictions that remain within the consolidated group. 
 
 BENEFITS: IFRS mandates a projected unit credit method be used in all cases whereas US GAAP 
differentiates on which method is used depending on the characteristics of the benefit plan. 
Furthermore calculating the return on the asset is limited to the net interest calculated using the 
benefit obligations discount rate under IFRS whereas fair value of plan assets or smoothed calculated 




5.25 Reporting Quality 
For more than 80 years US GAAP has been established high-uality set of standard utilized globally by 
investors to access information about capital markets. They are extremely high quality and have a high degree 
of trust already associated with them. Though it is already been proven conclusively that IFRS are indeed 
high-quality set standards, it’s vital to reassert the fact that given the leeway provided by IFRS reporting may 
be inconsistent and variable. A single set of high quality standards will still be implemented in various ways 
among different firms, industries and jurisdictions (Gnananarajah, 2015). 
 While it may be argued that claims about US GAAP providing higher quality statements, than IAS-
based statements, are false they must again point to the consistency. US GAAP does in fact utilize well-
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established precedents specific to conditional circumstances. It cannot be argued for contested, if you meet 
certain conditions you must utilize certain methods. 
With that in mind, the research of Barth et al., and various other researchers has shown by their 
research that US GAAP does not present higher quality standards than those of IFRS. They suggest in fact 
that the differences between the two are somewhat negligible (Barth et al., 2012). Regardless of which 
standard is ultimately utilized for US financial reporting, the information quality should be equivalent 
 
5.26 Reporting Reliability 
Reliable, consistent and uniform financial standards are a vital part of corporate governance and a keystone to 
maintaining investor confidence. The environment of U.S. accounting can be somewhat confusing however 
the historic precedent of US GAAP for various standards and their utilization ensures reliability in U.S. 
reporting. Even from an international perspective US GAAP is considered to be a reliable standard due to the 
strong enforcement utilized within its borders. Few countries chasten prosecute corporate criminals as 
stringently as United States. Essentially the effects of the SOX act have turned accountants and auditors into 
regulatory policeman. The prospects of error and the severe punishments that man Sue act as strong 
deterrence for any divergence or improper accounting practices. Though the United States has not adopted 
IFRS, their high quality accounting standards are known to be a reliable source of information for investors 
and information users. The somewhat inflexible nature of their development and rule of law precedent setting 
makes them easier to use in anticipating outcomes. While the global economy genuinely believes that the 
movement towards IFRS is a step towards improving the reliability of accounting information, it would be 
difficult to argue that U.S. companies are not already presenting reliably accurate information. 
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5.27 Reporting Transparency 
Since the earliest founding’s of the American accounting system, the goal has been to insure financial 
integrity, support law-based financial management and enhance accountability and transparency (Chan J.L., 
2001).  United States of America has consistently demonstrated efforts towards the scent. The easing of 
regulations which led to the collapse of Enron helped fuel the subsequent financial crisis of 2008 were a 
stinging reminder that financial reporting and transparency is vital. The knowledge of this is likely why the 
government regulation that followed was so harsh in the eyes of corporate management. The SOX act, as 
previously mentioned, was a harsh wake-up call to the business leade and in rs of US corporations and a 
warning to all future firms domestic or multinational to engage in fair practices, present timely accurate data 
and act with at least some moniker of accounting conservatism .  
 
5.28 Multi-Agency in the US 
The US investment market is a prime example of a multiagency relationship. The triangular system set up in 
the multi-agent model represented by the investors, the corporations and the government and SEC represent 
the very strong example of what we should expect to see in a proper multi-agency relationship. That is not to 
say that the relationship is perfect as the model itself allows for information asymmetry and moral hazard 
cannot be accounted for. The problem presented by The U.S. is that by its very Constitution it is a democratic 
state however as mentioned in previous sections of this paper, from the earliest days of independence the 
governmental leadership has opted to pursue socialist ideals. The state took on the role of attempting to spur 
high growth rate while relying on domestic industry to build up local development.  It was expected that the 
benefits of a high growth rate would roll down to the poverty-stricken lower-class increasing their savings and 
enable them to invest. Unfortunately this proved hugely unsuccessful. 
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Figure 5.23: Standard Multi-Agency Model for the US 
 
The U.S.’s legal system has forged strong public sector and investor protections. Proper systems for 
relatively quick dispute resolution are in place and the government actively pursues corruption and ever 
improving transparency for investors makes. The companies provide the data in accordance with the demands 
of the investors and at the quality demanded of both the investors and the government. Meanwhile the 
government works to protect the interests of companies from foreign competition and unfair business 
practices, competitors and even nations if you look at the response to the “North Korean” attack on Sony 
pictures U.S. All the visible connections for a multi-agent relationship exist there. 
 
 
5.29 Game Theory, Moral Hazard and Asymmetric Risk in the US  
US government and corporations are absolutely no stranger to game theory. Has one of the top global 
superpowers in the world the US has over the decades experienced times of strife and contention with other 
superpowers. Such times often involve power plays. Such examples can even be found in modern day with 
the actions of Russia and Crimea and Syria. In regards the corporations, US companies of the top 
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multinationals in the world they’ve been engaged in global trade and competition since the beginning of 
modern times. In both the case of government and companies moral hazard is not without precedent take for 
example circumstances of North Korea or Iran. Both enter into agreements with the G-7 in exchange for 
things they need for an order to have sanctions removed only to turn around and go back on the agreement 
after they’ve received what they sought. Common sense suggests that it should be easy to recognize that if 
they’ve done it multiple times they’ll do it again and yet the governments of the G-7 and other nations often 
extend good will and the hopes that this time things will be different. The US is also been guilty of such 
actions in the past, breaking agreements when it found itself in a position to safely do so. I would venture to 
say that at the national level engaging in moral hazard activities is a judgment call on whether you can avoid 
or injure the repercussions of your actions. At the corporate level it’s much more difficult to engage in sex 
actions in the US has strong investor protections can ruin a company. That is not to say that companies do not 
engage in such activities. They simply must be careful about where they engage such practices likely against 
foreign entities where enforcement may be more limited. 
As pointed out earlier in this paper, The U.S.’s past though not clear of corruption has certainly been 
infused with strong moves towards honesty, reliability and transparency. Especially in current times, the US 
corporate culture makes clear that engaging in unfair business practices carries heavy consequences and that 
avoiding them is near impossible. The existence of information asymmetry is still viable as the level of 
disclosure on certain information cannot necessarily be regulated. If a company learns information it may be 
morally obligated to share it however it is not likely legally obligated to do so and therefore may not.  
While IFRS may not be necessary for the purposes of financial transparency we have to question the 
US government’s lack of commitment to adoption at some level. Adoption of IFRS would certainly be to the 
advantage of investors around the world, companies seeking access to foreign capital markets and overall 
global standardization. It may not however be in the interest of the government. The government makes the 
case, which is certainly valid, that IFRS may not be in the best interest of investors. But we must question 
whether that’s truly the case the weather it may not be in the best interest of the government. As previously 
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noted, the full effects of IFRS implementation on the largest economy, with the most listed companies and 
largest stock exchanges cannot be readily identified. It’s entirely possible that IFRS would have negative 




5.210 Summary – The US 
While the US certainly seems dedicated to the implementation of a set of unified global accounting standards 
and are happy to allow their use by foreign entities operating within the US markets, they show no immediate 
intention of adopting them for use by US companies. On the other hand, IFRS are gaining such momentum 
that the US may find itself left with no recourse but to adopt IFRS in the future. Resistance to join 
international community under one harmonized set of standards may potentially have backlash against 
multinational US companies operating abroad. While it is unlikely that US GAAP will be deemed unfit for 
financial reporting in the foreseeable future, is entirely possible that investors abroad may come to regard 
IFRS as a benchmark for a worthy investment and lack of its use as a deterrent to investment. There certainly 
somewhat irreconcilable differences between the current state of IFRS standards and US GAAP practices. If 
the US is to be brought into the fold of IFRS adopters it is essential that these differences be eliminated or 
proven insignificant to US interests. In one respect it is a necessity that IFRS implementation be initiated in 
the US. Only then under the circumstances of such varied large-scale corporate activity and trading can IFRS 
be significantly vetted and improved to the benefit of the international community. The US will no doubt 
continue to play a significant role in the development of IFRS in the future and in the process perhaps move 
closer towards adoption themselves. The U.S. continues to grow in the international community and the 
demand for transparent and fair quality information continues to insert its own pressures, it is likely that U.S. 
accounting will continue to evolve and more closely aligned with IFRS as put forth by IASB.  
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CHAPTER 6: IFRS IN A GLOBAL ECONOMY: EUROPE 
 
6.1 THE IMPACT OF IFRS IN A GLOBAL ECONOMY: EU CASE 
 
6.2 Introduction to the European Union  
Unlike in previous chapters where the various accounting jurisdictions required extensive self-analysis, the 
case of the EU is better presented in concert for a number of reasons. Historically speaking, a number of 
members within the EU have been enemies at one time or another. It is quite possible, that the birth of the EU 
began in 1951 with the European coal and steel community (ECSC) treaty. Under that treaty, France, 
Germany, Italy and other countries gave up a measure of national sovereignty to international institution thus 
beginning the economic, political and social integration of Europe (Carolan B, 2009).  
Though the four members from this sample; France, Germany, Italy and the UK, all adopted IFRS in 
2002, historically they have extremely varied forms of accounting based on their social, economic and 
political needs. As such extensive reforms to the field of accounting had to be implemented in order to permit 
these nations to adapt the system of accounting standards intended for international use.  Prior to the adoption 
of IFRS, varied forms of cash basis and accrual basis accounting were being utilized throughout the EU 
membership, evolved from their basic form by the influence financial information users in each jurisdiction, 
i.e. the lenders and the regulators. These bureaucratic hurdles and lack of comparable information hindered to 
the efficiency of member nations. The lack of unification prevented any true measure of transparency and 
made accountability very difficult to enforce (Pina et al., 2009).  
 
Figure 6.1: Standard Methods of Accounting in the EU 
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 Research performed by Lüder, (1992), identified numerous barriers to the implementation of 
accounting standards which help to explain some of the complexity faced by the EU. She listed three primary 
barriers, those being; the legal system, qualification of accounting staff and size of the jurisdiction. In regards 
to legal system, she points out the existence of two primary systems; The “civil law” system which tends to be 
rigid and inflexible, highly detailed law. Two examples that fall under this category include France and 
Germany. The second type is “common law” systems, utilized by countries such as the United Kingdom and 
the United States. These legal system influences the flexibility of accounting regulation. The tendency is for 
common-law countries to be more flexible and open to change while the inflexibility of Civil law countries if 
an impediment to it (Lüder, 1992). The second barrier to the implementation of accounting standards is 
qualification of accountancy staff. In some countries the accountancy field is dominated by specialists trained 
specifically in private or public sector accounting while other jurisdictions lack professional accountants and 
auditors and/or are untrained and even some of the most basic general skills. This situation cannot be resolved 
in the short term which may endanger any attempts to implement new regulations for concepts (Lüder, 1992). 
Finally, she highlights size of the jurisdiction expressed by means of population size and the number of 
government agencies. Increased size increases technical and administrative challenges. Additionally, the 
larger the size of the jurisdiction, the higher the cost of implementation is. This provides evidence as to why 
innovation is more frequently seen in smaller jurisdictions (Lüder, 1992).  
 Approaches to financial management throughout the EU have generally been influenced by cultural 
and historical traditions and precedents. France and Italy for example, have evolved in a manner that respect 
for bureaucracy and legislative procedures is paramount, sometimes contrary to economic sense (Pina and 
Torress, 2003).  Germany on the other hand, with its socialist history had developed a system concerned with 
meetings society’s needs (Sanderson, 2001). Finally you have the UK, which was traditionally driven by 
markets and trade as it expanded the British Empire across the world. In all instances, the method and manner 
in which financial reporting was implemented at the various levels of government, was affected by the 
traditions and activities of each jurisdiction to meet their needs. 
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In modern times, the global shift towards IFRS has strongly influenced the shape and design of 
accounting practices of the EU membership, however at the same time, Europe has been the predominate 
influence on the developing IFRS as the membership body tries to merge the best practices of 28 independent 
states (Ding et al., 2007). In conjunction with the development and spread of IFRS, the local accounting 
systems within each jurisdiction have also had a great opportunity to reinvent themselves to increase domestic 
efficiency while taking advantage of the quality demonstrated by IFRS. At present the application of IFRS is 
mandatory solely for the consolidated financial statements of publically listed companies within EU Member 
States. Other companies within the EU have the option to apply IFRS in their consolidated financial 
statements however local GAAP is generally still required for statutory filings. 
 
6.3 Historic Accounting in the UK 
The Treaty of Rome signed in 1957 helps form the basis of the evolution of accounting in the UK. It stated 
four inherent freedoms; the free movement of goods, capital, people and services.  In short, persons may settle 
and start up new enterprises wherever they wish, applying the national laws of the country of settlement 
(Beke, 2012). Harmonization first began in the 1970’s and 1980’s. Insuring the fore mentioned freedoms 
necessitated transparency and accuracy for accounting data. The obligation of financial reporting (Profit and 
Loss Account, Balance Sheet) and auditing helped the shareholders and stakeholders in decision making, and 
protecting their interests (Beke, 2012). 
Though initially a cash-accounting system, starting in 1990’s the UK began its pursuit of accrual-
accounting for both for the budgeting and financial reporting. Accrual accounting recognizes transactions as 
the underlying economic events occur, regardless of the timing of the related cash receipts and payments, 
contrasting with cash-accounting basis under which revenues and expenditures are recognized when cash is 
received and paid respectively.  The importance of this shift comes in that unlike cash-basis which can only 
tell you how much physical capital is available, accrual-basis serves the macroeconomic purpose of 
measuring assets and liabilities that are relevant to the overall stance of fiscal policy and fiscal sustainability, 
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but which are not measured by cash accounting (Mayes and Khan, 2009). In short, it measures the overall 
health of the entity. The accounting system of the United Kingdom is now based wholly on accrual 
accounting and entities pay much closer attention their investor reports rather than the budget sheets that serve 
management. This has aided considerably in increasing the transparency and understandability of the public 
accounts and facilitated the shift to IFRS. 
 
6.4 Historic Accounting in Germany 
Like the UK, Germany was initially a cash basis accounting country however in recent years moves have 
been being made towards accrual basis accounting. At the local level of government, reforms towards accrual 
accounting have implemented. At the federal level there was resistance to shifting to accrual accounting as 
there was insignificant support at the state level (Jagalla et al, 2011). Even within Germany, public accounting  
accrual accounting approaches varied between jurisdictions in terms of recognition, measurement and 
disclosure (Glöckner, 2009). Accounting reforms enhanced transparency and accountability and established a 
form of internal harmonization (Wirtz, 2010). Germany’s full regulatory adoption of accrual-basis accounting 
came in 2104. 
Like most nations, Germany maintains a national GAAP and IFRS have had a strong influence on 
German statutory accountancy and filing under German GAAP. The recent historic reform of German GAAP, 
also known as BilMoG, was the most significant alteration to the system in recent history (PWC 2010). The 
goal was to establish less complex accounting principles that were in equivalent alternative to IFRS and at the 
same time enhance the transparency and quality of the information presented with German GAAP by 
implementing elements similar to IFRS. While the revisions enhanced disclosure of information by 
decreasing differences in certain areas, it increases or changed them in other areas (PWC 2010).  
The wide range of literature on the topic suggests that even though German GAAP is very similar in 
scope and application, there may be substantial differences in the application that might present substantially 
different information and financial reporting. Nonetheless, Germany is definitely moving towards a more 
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transparent method of reporting even at the domestic level. This will enhance the quality of overall business 
within the country as well as familiarizing inexperienced accountants with the same kind of reporting 
conditions that they’ll face outside of their national boundaries while at the same time allowing the country to 
enhance their reporting and contribute back to the international accounting standards Board to enhance the 
overall effectiveness of IFRS. 
 
 
6.5 Historic Accounting in Italy 
The modern history of accounting reform in Italy can probably be traced back to the French Revolution and 
Napoleon’s expansion into Italy from 1796 to 1815 (Maran and Bracci, 2010). This period marked both 
political and administrative change specifically in the area of public administration. The legitimacy of 
Napoleon’s control was based on satisfaction of society’s needs, also as you may recall from above referred to 
as civil law. It was with the coming of Napoleon that accounting and control innovations made their way into 
Italy (Maran and Bracci, 2010).  
Elements of Napoleon’s occupations still extend into modern times. Similar to the US and Germany, 
Italy is also a three-part government divided up into state, region municipalities and local authority. It was 
under Napoleon’s influence that municipalities, that largest representation of administration in Italy, came 
into being.  Other elements of Napoleon’s influence are also present. For example, legislative bodies of 
accounting standards have only advisory role, the development of accounting principles is left to the public 
sector, such as the Observatory for finance and accounts of Local Governments (Giovanelli, 2006).  
The principal features of the last reform are the harmonization of public accounts, the transition to 
cash accounting. The accounting system of the regions, similar to the state accounting system, is based on a 
modified cash basis, with financial statements prepared in accrual and cash basis however each region, 
according with the Constitution, has determined its own role and created a stream of information which is not 
comparable (Borgonovi, 2005). 
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Budgetary controls were introduced to France in the 1930s and consisted of forecast comparisons 
and performance reviews. This included having professionals in professional organizations review 
information forcing the new awareness on French firms. The budgetary controls made their way into firms 
and from there were used to formulate reliable forecasts and create stable environments (Berland and Boyns, 
2002) 
 
6.6 Historic Accounting in France 
Just as in the case of Italy, the Pulliam played a key role in the establishment of historic accounting in France. 
He applied similar practices in seeking the fulfillment of society’s needs. One approach taken by Napoleon 
was to explore the role of accounting and make power control chain calculable and visible (Maran and Bracii, 
2010).  In short his goal was to make understanding how the government’s power worked, what they provided, 
how much of it they provided and how they provided it easily understood to the general populace. 
 According to Marcan and Bracci (2010), historical scholars believe that it was during this period of Napoleon 
dominance that state accounting separated from double entry bookkeeping and traditional accounting as a 
whole. From there it is suggested, double-entry bookkeeping developed into the private sector of accounting 
and became more of a social science traditional accounting remained tied to specific needs control. 
The origins of accounting education in France date back to the 17
th
 century when bookkeeping was 
mandated for commercial activity. It was from this mandate that the development of the bookkeeping 
profession originated in France. The first schools for the method opened. It wasn’t until the late 1800s and 
that a school of higher education in commerce was established, tasked with filling in the education gap 
between bookkeepers and accountants. 
The French government was set up as a presidential republic with a number of centralized 
administrative institutions referred to as; State, Departments, Regions and Local governments. As mentioned 
above the French legal system is categorized as a civil law system and that inflexibility has influenced the 
accounting system thoroughly, especially in regards to business. In modern history the government has made 
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moves toward decentralization introducing the dual system of accounting.  Modified cash basis accounting 
must be utilized for budget reporting, however, accrual accounting has been implemented for the purpose of 
improving economic appeal by presenting more investor centered results. Like Italy, French standard setters, 
advise on which standards should be implemented from the public sector and indicate which accounting 
principles should be adapted. 
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6.7 IFRS Accounting in the EU 
As mentioned previously in this chapter, the creation of the EU and ultimately the establishment of a common 
set of accounting standards such as IFRS, resulted from the needs of a large economic body in this case the 
EU to have functional and high quality accounting standards in which to uphold the freedom to move capital, 
people, goods and services across wide swaths of land and between various national economic bodies. The 
aforementioned agreement between Germany, France and Italy necessitated the surrender certain sovereign 
rights however the economic gain each experienced offset the decision. The EU at present has 28 bodies, each 
with their own territories, citizens, businesses and services. As has it been established in the previous section 
they also have varied methods of accounting and financial reporting. The logistics alone of working in so 
many different jurisdictions would act as a huge barrier to anyone trying to analyze and compare data. 
Fortunately the various bodies of the EU recognized the need for a common set of standards. Though IFRS 
are generally mandated for publicly listed companies, they have often been permitted for use by smaller 
organizations as well. Additionally the various jurisdictions have taken this opportunity to enhance their 
accounting standards and will closely align them with high quality standards developed by the IASB. 
 With the joint EU approval in 2002 of the EU regulation number 1606/2002 which mandated all 
listed companies in the EU report under IFRS for consolidated financial statements, as of 2005, that threw 
open the doors for IFRS acceptance internationally. Just as with local GAAPs, implementation choice under 
IFRS is often influenced by traditional accounting systems. Though it is true that IFRS standards may be 
overcomplicated for simple non-listed companies, however another likely reason they are permitted to 
continue the use of GAAP is the cultural historic connection. This historic connection to traditions is an 
example that was demonstrated to every potential IFRS adopter and jurisdiction currently adopting IFRS. 
 Unfortunately, that lack of commitment to enforce IFRS across all entities within the jurisdictions 
has set a dangerous precedent and complicated the chances of full incorporation in the future. Additionally, it 
may be the very fact that the EU nations did not fully commit to IFRS implementation that spurs so many 
countries towards convergence as opposed to adoption. I guess you might say it’s akin to a weed plant. If you 
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just pull off the top half it will persist and grow again. However, if you pull it out at the roots you may 
successfully remove it and prevent further hassles. Furthermore, maintaining two sets of accounting standards 
has also acted as a crutch for governing bodies. Their uncertainty about the full effects of IFRS 
implementation and the possibility of negative effects on tax revenues has proven their reluctance to fully 
commit IFRS adoption. Though it’s true that the local GAAP in IFRS framework coexist quite harmoniously 
it still presents challenges for the future of IFRS accounting. 
 
6.8 Reporting Quality 
Quality of any set of accounting standards is derived not solely from the standards themselves but rather from 
the preparers, the regulation and enforcement.  Even these do not solely dictate the quality of the standard as 
there are many factors to consider. If we go by the standard that quality is the ability of investors to gain 
useful quality data in a timely manner then there is no doubt that IFRS standards are quality. The EU 
countries covered in this study also have a history of providing high quality standards via local GAAP. IFRS 
up and mandatory in the EU for over a decade and extensive research and vetting is been done in the 
standards. The quality of the standards is always held in high esteem and the EU countries in the study are all 
considered among the top economies in the world. 
 Researchers such as Ball (2006) and Zeff (2007) have also made valid points that speak to the quality 
of IFRS. Ball (2006) states IFRS have been shown to provide more accurate, comprehensive and timely 
financial statement information, relative to the national standards they replace for public financial reporting in 
most of the countries adopting them, Continental Europe included. While Zeff (2007) points out that assuring 
a good system of investor protection and property rights is as important as adopting quality accounting 
standards. Different business, accounting, auditing and regulatory cultures may prevent the convergence of 
accounting systems towards a common, high quality, level. 
 
 




6.9 Reporting Reliability in the EU 
Reliable, consistent and uniform financial standards are a vital part of corporate governance and a keystone to 
maintaining investor confidence. The historic precedent for accounting reliability of the four EU members of 
this study certainly demonstrates highly reliable interaction. Financial statement preparers are being open and 
forthcoming with data and presenting it in an understandable and clear manner that investors find easy to 
utilize and depend on. 
 
 
6.10 Reporting Transparency in the EU 
When determining whether IFRS adoption has brought greater transparency, it’s important to point out that 
transparency cannot specifically be quantified. That said, he can be analyzed by assessing the results of 
forecasting, stock returns, risk assessments and other such factors. Generally speaking the research of most of 
the economics of most of the academic bodies has pointed towards IFRS as being transparent in its ability to 
provide quality data quickly and accurately. That is, an improvement over the financial information provided 
by former domestic GAAPs. Obviously the ability to understand improves your ability to forecast and so on.  
The word ‘transparency’ is quite broadly defined, however, it is appropriate to regard improvements in 
recognition and understanding as improvements in transparency. We should also acknowledge however that 
improved transparency will not necessarily lead to improved forecasting for any other positive result. 
Conversely, poor results are not necessarily an indication of poor transparency and as such should be 
considered carefully before classifying it one way or the other. 
One measure that might be used to determine transparency is looking at that school behavior of the 
business leaders and government officials from EU member states. If both companies and government show 
in tolerance for unethical behavior and the behavior of officials can be monitored and measured than we 
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might also say there is a good level of transparency available. During its tenure implementing and improving 
IFRS the EU nation-states have enjoyed significant capital market access and foreign investment. On this note 
we could surmise that the standards are of a high quality and that investors feel comfortable with the 
information they’ve been presented with. You  
 
6.11 Multi-Agency in the EU 
Tin the case of the EU, it would be entirely possible do a multi-agency assessment for each of the member 
countries in the study, however, we can shorten the analysis by looking at some very specific facts. First of all, 
the UK, France, Germany and Italy are all recognized democracies that elect their representatives to office. 
This is one of the clearest indicators of a standard multiagency relationship. Again, as the principal, the 
investors are responsible for electing their officials by their vote and paying their taxes to the government. As 
one of the primary agents, the government is responsible for providing fort citizenry, making and upholding 
good statutory regulations and protecting the welfare and rights of the people be it everyday life or investment. 
 On the other side of the multiagency triangle, we’re presented with the investor again as the principal 
and the company as the agent. Investors invest their funds to the companies utilizing financial information 
presented by the company expecting a fair return. Companies receive investment and work in the best interest 
of the stakeholders, which will often but not always be working in the best interest of the company itself. As 
all of these countries have strong economies, well-established companies and a strong stock market presence, 
it’s fair to say that they are upholding their end to the investors; else they would be failing companies.  
Finally there’s the third side of the multiagency triangle which involves the two agents and their 
competing interests. This relationship is without question functioning well within these nations as many of 
them are currently engaged in litigation with giant corporations. Though the corporations were acting in the 
interest of themselves and the investor trying to limit taxation and maximize revenue and profit, this directly 
competes with the interest of the government whose job it is to collect tax revenue for the purpose of 
operating the government. Examples include the UK’s pursuit up Google, Apple and Amazon for billions of 
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dollars in lost revenue. This clearly demonstrates the existence of self-interest, information asymmetry and 
the failure and the agency relationship. Without the proper balance between the investors, the companies 
and government it is impossible to proceed in prosperous manner. Is it in the best interest of the company and 
the investors for the company pay less tax, of course? Is it in the interest of the investor if the government 
chases down tax revenue and charges penalties against the company, unquestionably not.  
 
Figure 6.3: Standard Multi-Agency for the EU 
 
 That said, the government is not acting improperly. His acting in the proper function of the 
government trying to obtain the funds in the proper way to operate normally it is a nonprofit venture. In the 
case of EU countries, there are strong investor protections provided by the government. The government and 
enforcement agencies pursue and administer proper punishment for inappropriate activity. They’re serving the 
role providing their returns to the investor. Governments also provide this same benefit to companies in 
regards to other nations and/or improper trading by employees. Again the government is doing its job and 
working in the overlapping self-interest shared by both the government and companies 
Providing further evidence that supports the claim is the fact that most corporations are not state run, 
there is a clear disassociation between corporate and government interests which acts as a strong protection 
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for investors. The civil and common law legal systems found within the UK, Germany, France and Italy are 
the ideal system to have in place for a proper multiagency relationship. As such I ascertained that a strong and 
well-functioning multiagency relationship exists in EU countries. 
 
6.12 Game Theory, Moral Hazard and Asymmetric Risk in the EU 
All four of the EU member states covered in this study have been involved in extensive bouts of game theory 
and moral hazard at one time or another. Many of them used to operate as enemies thereby necessitating 
deceit and misleading activities. That said, this does not seem to be the case in relation to accounting and 
finance. All of the countries covered in this chapter have well-established economies, legal systems and 
investor protections already in place and have no need to deceive or misrepresents via moral hazard. That is 
not to say such activities do not take place, or may not take place in the future however, generally speaking 
the success of these nations is heavily dependent on their reliability and trustworthiness. To break that 
relationship would be extremely detrimental to their welfare. The same can mostly be said for companies 
operating within the EU. The number of accounting and political scandals to have occurred in recent history is 
insubstantial and compared to the past and other nation states. EU countries are keen to maintain their access 
to foreign capital for the purposes of maintaining growth and bettering the circumstances of the EU people. 
These nations do not face the scrutiny and I are that country such as Russia and China are forced to endure. 
Furthermore as the developers and forefront representatives of IFRS accounting standards, there upheld to 
higher scrutiny in their practices than other countries and companies. It is essential that they put forth their 
most disciplined and ethical behavior as a model example to those who wish to join their system. They must 
be as transparent and forthcoming as possible for those who would emulate. Otherwise, they prove that IFRS 




 131 | P a g e  
 
6.13 Summary – the EU 
The EU’s IFRS rollout over a decade ago has without a question been in the best interest of the international 
community. They have demonstrated the benefits to trade having a unified set of accounting standards and 
common understanding of how to implement them. As proof of their success, you can see the widespread 
adoption and convergence of IFRS in over 160 countries. It is still unlikely that all of the benefits and or 
consequences have yet to be identified. As time passes we can expect to see increased unity among the EU 
member states and closer adherence to the unified set of standards. At present there still a strong influence of 
domestic GAAP. Unfortunately due to the failure of EU countries to implement IFRS as standard across all 
levels of accounting, local GAAPs will continue to fan debate and bring into doubt the full commitment of the 
EU membership to a single unified set of accounting standards. It is likely that standard setters will continue 
to push for full implementation however; there is no end to that debate in the foreseeable future.  
 Nevertheless, has previously pointed out the current arrangement is working satisfactorily and 
investors are not displeased with the quality of the data, the transparency of the companies for the regulation 
of the government. It may come to pass that as investors become more accustomed to IFRS and it continues to 
spread more widely around the world, that eventually investors may demand IFRS as a requisite for 
investments or trustworthiness. It is very likely that the continued success of IFRS and growing popularity 
will have an adverse effect on US GAAP. It is unlikely that they will impact US GAAP sufficiently enough to 
force the US to adopt on their own. But, there continued success will impart pressure upon the US to comply 
with international demands and/or risk losing investment from a broad and their quality reputation. 
 One step that should be taken in the near future is to closely analyze the EU nations tax reporting 
systems. If full IFRS implementation is truly the goal, then full implementation for both listed and unlisted 
companies as well as use as a tax base is essential. The adoption of IFRS has a high set of quality standards 
intended to eliminate excessive and outdated reporting and unify the world under one standard necessitates 
inclusion of a tax code based on IFRS. Without that, it is impossible to eliminate domestic GAAP which will 
leave us at a crossroads indefinitely. While all of the EU nations already possess high quality schools of 
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business that teach accounting and ethics, most countries have not as of yet began implementing strong 
educational reform to include IFRS training. Prior research has shown most accountants to be middle-aged or 
older and unfamiliar with the newer standards and how to properly apply and deal with them. It is essential to 
begin training the next generation of accountants and instilling in them understanding of the proper spirit of 
application as well as the core knowledge about IFRS. Such activity will likely take place at the tertiary level 
of universities. While some schools do offer a course or two in IFRS accounting there is as of yet insufficient 
educational literature developed to adequately impart the subject matter. 
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CHAPTER 7: THE IMPACT OF IFRS ON GDP AND FDI FIGURES 
 
7.1 Section Description 
The purpose of this section is to comprehensively analyze development indicators obtained from the World 
Bank databank system. By analyzing figures such as GDP, GNI, government consumption expenditures, tax 
revenues and foreign direct investment during the years in and around IFRS adoption we can game some 
moniker of insight as to what affect IFRS may be playing in the macroeconomic field. This section analyzes 
the top 10 economies in the world. It covers three major regions; the Americas, Europe and Asia. The sample 
economies were selected based on the 2012 GDP ranking. The covered included in the study include the US, 
China, Japan, Germany, France, the UK, Brazil, Russia and India. Utilizing the information previously 
discussed when evaluating the historical, cultural and societal influences on their domestic GAAPs we can 
gain understanding as to why a IFRS are implemented, or not, in what manner and for what reason.  
It is the hope that the analysis of this section will further strengthen our understanding of IFRS in a 
global marketplace and demonstrate the relevance of the multi-agency model and identifying the motivating 
factors that have inspired some countries to adopt and may influence others’ decision to do the same. At the 
very least, this analysis will provide enough correlation to warrant further investigation utilizing more 
sophisticated means to check for statistical irrelevancies. It will also demonstrate the clear upward trend of 
FDI inflows targeted around IFRS adoption years. This study utilizes two years before adoption and no less 
than two years after in most instances. However in two cases more data is provided and discussed. In the 
instance of the United States which has not accepted IFRS nor made any definitive pledge to do so, we take a 
look at the levels of investment and tax revenues that are flowing into the United States. Since the US has no 
official implementation date for IFRS it was prudent to analyze the years starting from 2005 when IFRS 
became mandatory in the EU states. In the case of China extra data is supplied and analyzed for a different 
reason. China implemented a set of IFRS equivalent standards in 2006 which likely had a substantial impact 
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on investment inflows and GDP growth. That said, official adoption did not come until 2010. It is therefore 
relevant to analyze the entire selection to some degree, regardless of whether they’ve implemented IFRS, 
converged to an equivalent standard or have yet to declare acceptance of IFRS. 
 The following pages include graphs and charts for each of the 10 countries involved in this study. 
The data represented primarily covers GDP, GNI, FDI flows, and tax revenues was recovered from the World 
Bank data archives and then put into graph and table format to more clearly represent the data.  The years 
covered by the data generally include at least two years prior to and after adoption when available and longer 
sustained periods of data for non-adopting countries such as the US, in which the study includes data for the 
years following the EU adoption period of IFRS. This helps identify and account for fluctuations in global 
economics that might disturb multiple economies and to demonstrate the trend of economic spiking in both 
GDP and FDI that tends to accompany IFRS acceptance or adoption while non adopters remain consistent. 
Each collection of data is followed by a brief analysis of the economy and how it’s affected by IFRS adoption 
or the lack of adoption.   
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Table 7.21 The Impact of IFRS Acceptance on GDP and FDI in the Japan 
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Graph 7.21 The Impact of IFRS Acceptance on GDP and FDI in Japan 
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7.2 Japan – Analysis of the Impact of IFRS Acceptance on GDP and FDI 
Like the United States, Japan is not an IFRS adopter. They are however pledged to the commitment of 
convergence, albeit without a set schedule, and have been working steadily towards that event. In 2010 
however; Japan announced that it would permit qualified domestic companies to apply IFRS for consolidated 
financial reporting In the 2009 fiscal year Japan’s GDP growth had slowed to -5.5%. According to this data it 
does not appear to have affected the economic dealings of the economy overly much however, It heralded the 
potential for severe troubles in the near future. Like China, in 2010 with Japan’s announcement of IFRS for 
qualified companies, there was a surge of foreign investment inflows and domestic investment outflows, both 
of which nearly doubled over prior years. This is important to note because the GDP levels remain stable at 
roughly $4.4 trillion throughout the period ranging from 2008 to 2013. With the increase of investment flows 
to and from Japan in 2010 and the subsequent rise of the GDP to positive levels, it might be safe to assume 
that IFRS are playing a vital role in sustaining Japan’s stalling economy and are likely responsible for 
averting Japan’s further economic decline. Japan’s economic condition is not improving and with the well 
documented declining birth rate, overwhelming elderly population levels and struggling markets, it is 
important to point out that IFRS may play a vital role in sustaining Japanese markets in the near future. 
Despite the fact that very few companies voluntarily adopted IFRS in 2010, the public anticipation still lead to 
substantial investment and with Japan moving ever closer to convergence these inflows may prove vital in 
sustaining Japan’s economy.  
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Graph 7.31 The impact of IFRS Convergence on GDP and FDI in China 
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7.3 China - Analysis of the Impact of IFRS Convergence on GDP and FDI 
One of the more complex cases for analysis in this chapter is that of China. As previously mentioned China 
did not officially converged IFRS until 2010, however; in 2006 they announced the release of their set of 
IFRS equivalent standards. It is for this reason that it is valid to take a look at their economy from the 2007 
year right after adoption of their new standards until current time. The quote on quote economic benefits of 
IFRS likely accompanied China’s release encouraging investors to enter what has historically been a very 
closed and unknown market.  
In the 2007 year China’s GDP was roughly $9.5 billion and the government claimed approximately 
$2.6 trillion in tax revenue tax revenue. The government expenditures for that year were 2 .8 trillion dollars as 
the Chinese government poured the funds back into the economy. For the 2007 year, China experienced GDP 
growth of 14.2% and foreign investment of $156 billion. In the subsequent years leading up to 2010 China’s 
economy continued to grow by approximately 3 billion dollars annually and sustained roughly 10% annual 
GDP growth. During those years the government continued to invest the majority of tax revenue back into the 
economy leading to further growth. Foreign investment fluctuated slightly in 2008 2009, likely as a result of 
uncertainty in the newly opened Chinese market. However from 2010 and the public declaration mandatory 
IFRS implementation the economy skyrocketed. Foreign investment inflows nearly doubled from 2009 to 
2010 and have grown annually ever since. This growth has brought new jobs and opportunities to the Chinese 
people and as a result China’s tax revenue has increased drastically. Between 2010 and 2011 China gained 
approximately 1 trillion in additional tax revenue. 
Additionally with the IFRS and China’s growing familiarity with the international market, China 
began to invest heavily outside of the country with FDI outflows increasing roughly 400% between 2007 and 
2014. The most substantial growth came in the years following IFRS mandatory adoption however; we likely 
cannot credit IFRS with this task in itself. The continued growth of the Chinese economy made it inevitable 
that growth would reach outside of their borders eventually, but IFRS no doubt played a part. While the 
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Chinese economy certainly continued to grow during the years following the Chinese accounting standard 
release, it pales in comparison to that seen following the adoption of mandatory IFRS. The release of the 2006 
standards sparked the interests of the international community and China’s growth has only recently slowed.   
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Table 7.4 The Impact of IFRS Acceptance on GDP and FDI in India 
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Graph 7.4 The Impact of IFRS Acceptance on GDP and FDI in India 
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7.4 India – Analysis of the Impact of IFRS Acceptance on GDP and FDI 
Similar to the US, the period covered by this research did not see the adoption or convergence of IFRS 
standards by India. The country did make strong inroads into the adoption of IFRS as it was seen as a 
necessary step for further growth in the international community. However, full on convergence was not 
slated to take place until the 2015 year and economic data for years prior to 2010 and following 2014 was 
limited even for well sourced organizations such as the World Bank. Though not officially converged, India 
has required the use of ‘notified Indian standards that have been converged with IFRS’ for many large listed 
companies since 2011. And was mandatorily extended to all listed companies by 2015 with India’s official 
convergence with IFRS. Unfortunately the limited data available does little to demonstrate potential effects of 
IFRS in India. While we can clearly see increases in GDP, FDI input and output as well as tax revenue growth 
in government expenditure, we must also consider the fact that for nearly a decade India has been one of the 
fastest-growing economies in the world which has not been a result of IFRS but rather the trigger for IFRS 
adoption to ensure continued growth. As the data pertinent to prior years before IFRS convergence efforts 
began is absent  and the more valuable data directly preceding and following official IFRS convergence was 
also unavailable, it is strongly recommended that the analysis of India. Performed in the near future when 
more substantial data related to economic activity is available and can provide a more thorough presentation 
of IFRS effects. 
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Table 7.5 The Impact of IFRS Acceptance on GDP and FDI in Russia 
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Graph 7.5 The Impact of IFRS Convergence on GDP and FDI in Russia 
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7.5 Russia – Analysis of the Impact of IFRS Convergence on GDP and FDI 
Russia passed legislation in 2012 officially converging with IFRS standards. As Russia has historically had 
closed operations as a result of their inability to gain access to capital markets, IFRS was largely seen as a 
means of improving foreign investment and thereby cash inflows. The difficulty in analyzing China comes in 
the fact that the country frequently experiences unrest both internally and internationally. China began to see 
growth and foreign investment leading up to IFRS adoption however social unrest decimated foreign 
investment prior to IFRS adoption. The year following adoption Russia did see a massive boost to net inflows 
as well as outflows for investment however; the country was again hindered by unrest only this time from the 
international community as a result of the difficulties involved in the crime and annexation. New sanctions 
were levied against the Russian Federation and the investors once again pulled back from what might 
otherwise have been a lucrative and growing market. Similar to India, even with the vast resources of the 
World Bank at work the data available or presented by the Russian government is insufficient to wholly 
demonstrate the effects of IFRS on the economy. Especially given the international incidents that occurred, 
and the strong nationalistic Cold War like rhetoric that has dominated Russian politics prior to the annexation 
of crime and extending to current activities and Syria, pertinent data has not been forthcoming and proper 
analysis will have to wait until international tensions subside and the spirit of international cooperation is 
reinstated.   
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 Table 7.61 The results of GDP and FDI under an IFRS non-adopter, the US 
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Graph 7.61 The Results of GDP and FDI under an IFRS non-adopter, the US 
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7.6 US – Analysis of GDP and FDI under an IFRS non-adopter 
As stated in the introduction, the United States is not officially declared an adoption date for IFRS. Given that 
fact it was necessary to analyze more data for the United States to determine whether or not black of IFRS 
may be impacting growth and investment in the United States. Using the World Bank’s databank system, data 
was recovered for the fiscal years ranging from 2007 to 2014. Granted, this date falls after IFRS adoption in 
the EU, however it seemed relevant given the fact that in 2008 the US suffered a critical financial crisis. This 
is beneficial in that it enables us to see the effect of the crisis on the United States growth and investment 
while at the same time being able to identify whether or not the US gained investment to recover. In most 
cases of IFRS adoption especially within the first two years, foreign direct investment has increased, driving 
up tax revenues for the government and improving GDP i.e. the financial health of the nation, thereby 
spurring further investment in future years. In the case of the United States no such application date exists so 
we instead use the financial crisis has a recovery point given that it is not without precedent for investors to 
use such situations to gain cheap and easy access to the market when it might otherwise be costly or difficult.  
 Prior to the financial crisis in 2008, the United States had a GDP of more than $15 trillion and 
experienced 1.8% growth for the 2007 fiscal year the government’s tax revenue for that year was nearly $1.6 
trillion, 57.2% of which came from taxes on  income, profits and capital gains. This $1.6 trillion equated to 
roughly 11.5% of the US is GDP for the 2007 fiscal year which the government fed back into the economy. 
During that year foreign investment inflows totaled roughly $340 billion approximately 3.7% of the GDP. 
The 2008 fiscal year saw similar results with tax revenues varying roughly $200 billion in foreign inflows 
remaining relatively stable however economic growth by GDP slowed to -.3% which had some significant 
impact in the coming year. 
 The 2009 year truly demonstrated the impact of the financial crisis of 2008 as GDP growth slumped 
to -2.8% tax revenues plummeted to $1 trillion down roughly 10% from 2007 and FDI inflows decreased by 
nearly half sinking down to 1.1% of GDP as investors lost confidence in the US market. It is from this point 
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that we can start to discuss the potential for IFRS having impact in the US investment market. As previously 
mentioned, investors tend to be drawn to opportunity and the down slump in the US economy is an 
opportunity to gain a stronger footing in coming years of prosperity. With that in mind it is surprising to see 
that did not occur. Instead what is been identified is a continued slump in foreign investment. While the 
economy has regained its footing and is growing stronger than ever from the perspective of GDP and 
government tax revenue, foreign investment inflows have never truly recovered and have actually fluctuated 
downward. As of 2014, the last. For data available at the current time, GDP is at an all-time high of roughly 
$16.2 trillion while foreign inflows are down to roughly 131 billion roughly .8% of the GDP and less than 
half their 2007 levels. 
 From this information we are forced to consider what causes might successfully keep investors from 
entering the strongest marketplace in the world. While it is unlikely that IFRS themselves and the lack of 
adoption by the US is a direct driving factor, it is still possible that investor confidence in the US market has 
failed to be rekindled as investors may have lost confidence in the quality and transparency of US GAAP. If 
that is the case, it present some difficulties for the future of the US market as IFRS usage and implementation 
of IFRS continues to increase at a steady rate and is rapidly catching up to the levels of US GAAP. 
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Table 7.71 The Impact of IFRS Convergence on GDP and FDI in Brazil 
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Graph 7.71 The Impact of IFRS Convergence on GDP and FDI in Brazil  
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7.7 Brazil – Analysis of the Impact of IFRS Convergence on GDP and FDI 
Brazil is frequently referred to as a label adopter, to imply that though they accept IFRS in the view of the 
public, usage and enforcement are often lax within the country. The economic data presented actually helps to 
demonstrate this fact. Brazil made its move towards IFRS adoption in 2008, passing legislation which enabled 
the government to implement necessary changes. With these moves came a large influx of investment inflow 
and outflows, with the official adoption in 2010 boosting the Brazilian economy through investment and tax 
revenues.  The GNI saw an incredible 11% gain.  Despite the increase in funding the government 
expenditures did not increase as the government had not reinvested in infrastructure for its citizens. While this 
data demonstrates continued growth of FDI and tax revenue, it would be valuable to reassess this situation 
including years through 2016, which saw the Brazilian government declare economic poverty and a slew of 
government corruption cases which further fueled by social unrest and anger at the massive spending on the 
Olympic Games. Though somewhat speculation without further data, the lax application of IFRS standards, 
coupled with serious bouts of corruption, economic emergency and social unrest will likely disillusion 
investors to a large degree and see this trend of growth reversed. 
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Table 7.81 The Impact of IFRS Adoption on GDP and FDI in Germany  
Table 7.81 The Impact of IFRS Adoption on GDP and FDI in Germany 
 




Graph 7.81 The Impact of IFRS Adoption on GDP and FDI in Germany 
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7.8 Germany – Analysis of the Impact of IFRS Adoption on GDP and FDI 
As a member of the EU, Germany had the option voluntary adoption as early as 2002. However it wasn’t until 
the mandatory adoption in 2005 that the majority of companies implemented and the economic effects truly 
registered. In 2005, FDI inflows doubled why outflows increased nearly tenfold, ultimately stabilizing get 
more than double pre-IFRS levels in the five-year period prior to 2005. with these increases, GDP increased 
notably however not as substantially as one might have expected. As an explanation, further examination of 
Germany’s tax revenues and government expenditures would likely provide instructive insight. Though large 
sums of funds or exchange the government level no new taxes appear to have been implemented. In fact, tax 
revenue levels remained fairly consistent and government expenditures seem to have remained tied to this 
figure. The potential to increase taxes and enhance infrastructure went unutilized ultimately helping 
companies but doing little for the economy.   
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Table 7.91 The Impact of IFRS Adoption on GDP and FDI in the UK 
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Graph 7.91 The Impact of IFRS Adoption on GDP and FDI in the UK 
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7.9 UK – Analysis of the Impact of IFRS Adoption on GDP and FDI 
As one of the leading bodies in the development of IFRS, one might expect the UK to be one of the first early 
adopters. That said, the economic data indicates that like most EU countries the UK hesitated until the 
mandatory implementation. In 2005 the implementation of IFRS FDI net inflows increased nearly 450% and 
ultimately stabilized nearly 3.5 times higher than pre IFRS investment levels. Taking into consideration the 
five-year period preceding the mandatory implementation, the highest level is still half that of the stabilized 
FDI inflows following IFRS implementation. With the substantial increase in FDI inflows tax revenues 
substantially increased due to taxes on goods and services, income, profits and capital gains. While it is 
certainly true that FDI inflows experienced a massive gain, in this instance FDI outflows were not largely 
affected by the implementation of IFRS standards in 2005. As one of the leading economies in the world, the 
UK already engaged in significant cross-border investment. Despite the increases in revenues and FDI inflows 
the UK’s GDP did not experience abnormal increases. Similar to the instance Germany, the increase in tax 
revenues did not result in equivalent government expenditures and infrastructure development which likely 
held back further growth.  
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Table 7.10 The Impact of IFRS Adoption on GDP and FDI in France 
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Graph 7.10 The Impact of IFRS Adoption on GDP and FDI in France 
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7.10 France – Analysis of the Impact of IFRS Adoption on GDP and FDI 
Consistent with the other EU countries, the effects on France’s GDP and FDI were not notable until after the 
mandatory adoption of IFRS. But in the years following mandatory adoption France’s FDI inflows more than 
doubled stabilizing and the point more than 60% higher than any point in the five-year period preceding 
mandatory adoption. The consistency and reliability afforded by IFRS encouraged growth and open up 
markets with a single set of unified standards. Though there have been unquestionable increases in FDI tax 
revenue growth has remained fairly consistent fluctuating between 3 to 6% in the years following mandatory 
adoption. Similarly government expenditures appear to be tied to this figure and without further tax revenue 
and government investment GDP growth remained fairly consistent with pre-IFRS levels. Similar to Germany 
this is not an unexpected from a social democracy. More notable than the increases to FDI inflows is that of 
FDI outflows. Following implementation outflows more than doubled over any year in the three years 
preceding mandatory implementation, however without the appropriate capital gains taxes and increased 
government revenue GDP growth was relatively low.   
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Table 7.11 The Impact of IFRS Adoption on GDP and FDI in Italy 
 
  
Table 7.11 The Impact of IFRS Adoption on GDP and FDI in Italy 
 




Graph 7.11 The Impact of IFRS Adoption on GDP and FDI in Italy 
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7.11 Italy – Analysis of the Impact of IFRS Adoption on GDP and FDI 
Though Italy is a member of the EU and one for the largest economies in the world, it is still relatively small 
compared to other larger EU partners. That said, the gains experienced by Italy with the mandatory adoption 
of IFRS are notable not for their large cash value so much as value when compared to historic data. In the five 
years leading up to 2005 and the mandatory implementation of IFRS, Italy experienced approximately 1 to 
2% of tax revenue growth annually. In the year following the adoption of IFRS there is a 10% increase in tax 
revenue with a 6% increase in the year following that. FDI inflows increased approximately 50% over any. In 
the five years preceding mandatory implementation. Similarly FDI outflows also doubled and then 2007 
doubled again. These figures did lead to modest GDP growth of 1 to 2% on average however this lacks 
considerably compared to what might have been expected. Inspection of the government expenditures in the 
years following mandatory IFRS adoption revealed a stagnant level of government spending extremely 
disproportionate to the revenue inflows being brought in. Whereas in the years preceding mandatory IFRS 
adoption annual increases in government spending more easily notable in the three-year period following 
mandatory adoption the shift was insubstantial which unquestionably had an impact on growth in the country. 
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7.12  Summary 
 First and foremost it is important to point out that there are extreme limitations to any analysis of FDI in GDP. 
Macroeconomic data is difficult to obtain in process as it requires cooperation with companies and 
governments. Date is not always presented in a timely manner and for some years is not present at all. In 
some cases data is misrepresented. Just as in any instance of business transaction, there is game theory at 
work and information asymmetry often substantial. Furthermore the calculation of the country’s GDP is very 
complex figure. This research is utilized a more simple form of GDP calculation as a means of demonstrating 
the basics of what affect growth. In reality there are hundreds of factors at play and a number of them are not 
available to outside researchers. 
 
In conclusion of this chapter, it is put forth that the information presented in the previous sections as 
demonstrated an unquestionable correlation between IFRS implementation, GDP growth, FDI inflows and 
outflows, tax revenues and government expenditures. While the GDP calculations themselves are not always 
significantly impacted as a standing figure, the components that comprise those GDP calculations are being 
significantly affected. In instances where notable growth is not easily recognizable, there are other factors 
which clearly offset what would’ve otherwise been recognized as growth. As mentioned above there is 
significant information asymmetry especially from a researcher’s perspective. Why a governments tax 
revenue should increase substantially but its expenditures should remained relatively unaffected is not 
information readily available to any research, nor is the data that would lightly be handed out by government 
entities. That aside, unquestionable shifts in the relevant data indicate that IFRS definitely has the potential to 
impact both GDP and FDI and in most cases does. 
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Firstly, the purpose of this chapter is not to do in-depth analysis of the financial ratios calculated within. The 
primary purpose was simply to demonstrate that the accounting differences between IFRS and GAAP do in 
fact affect financial ratios. For this specific section, the ratio calculations were limited to the EU countries. 
This option was elected primarily because the EU countries from this study implemented IFRS at the same 
time and have thorough data from the same year periods, making data more comparable. For all EU countries, 
voluntary adoption began in 2002 with mandatory implementation taking place in 2005.  
The period of financial data analyzed for financial ratio calculation was for the fiscal year 2012. The 
fiscal year selection was actually a result of trying to obtain as recent data as possible for the entirety of the 
research. It was more than sufficient for this chapter because although EU countries do utilize IFRS for listed 
companies they also still report using local GAAP for statutory filing to their governments. The statutory 
filing information for GAAP accounting was obtained from Thompson REUTERS DataStream. REUTERS 
DataStream staff was contacted to ensure that the data being collected had not been prepared using IFRS, but 
rather Statutory GAAP. After verification of that data, 2012 fiscal annual reports for each of the 120 
companies sampled from the EU were obtained, they were then analyzed and consolidated IFRS financial 
statements were used to calculate the financial ratios under IFRS. The same data was generally calculated in 
the DataStream reports however in examples where the financial information was unavailable,  new 
calculations using data from annual reports was not input.  Those ratios were simply omitted and not 
compared to avoid data contamination. 
As mentioned above, the purpose of this was not to do in-depth analysis but rather simply to show 
the variations that occur. That said descriptions of each of the ratios calculated in the study have been 
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provided below to allow readers to more easily analyze the effect that occurs when one standard is 
implemented over another. In the following pages, figures from the four EU countries in this study, Germany, 
the UK, France and Italy, will be presented. This study does not perform a individual breakdown for each of 
the companies but rather highlights which changes occur via up arrows for increases or down arrows for 
decreases between IFRS and GAAP calculations. In instances where no change occurred or data was omitted, 
no arrows are present and dashes are input to clarify this fact.  
The ratios for calculation were selected because they are among the most frequently sought out by 
investors to analyze the liquidity of a company and the quality of the leadership and management guiding it. 
In several instances, ratios such as the current and quick ratio could not be computed due to the fact that 
financial institutions and insurance institutions tend to deal with long-term assets and liabilities and rarely 
deal with inventories. How significantly anyone countries affected by the differences between IFRS and gap 
wording will depend greatly on the makeup of that companies upper-level corporations. Banking and 
insurance institutions rely on financing and have substantial debt. Affecting the way this data is reported can 
easily affect the outlook of that company. On the other hand and factoring institutions rely more heavily on 
inventory which financial and insurance institutions don’t utilize. Therefore they will be affected in a different 
manner and results in different outlooks to investors. 
 
8.2 Financial Ratios 
Current Ratio 
The current ratio, derived by dividing current assets by current liabilities, is a popular financial ratio for 
testing a company's liquidity or working capital. It derives the proportion of current assets available to cover 
current liabilities. This ratio ascertains whether a company's short-term assets are available to pay off its 
short-term liabilities. Higher current ratios are generally considered to be better. 
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Quick Ratio 
The quick ratio indicates a company’s short-term liquidity. The quick ratio measures a company’s ability to 
meet its short-term obligations with its most liquid assets. It is often considered more conservative than the 
current ratio. For this reason, the ratio excludes inventories from current assets, and is calculated by 
subtracting inventories from current assets and then dividing by current liabilities. 
The quick ratio measures the dollar amount of liquid assets available for each dollar of current 
liabilities. A quick ratio of 1.5 means that a company has $1.50 of liquid assets available to cover each $1 of 
current liabilities. The higher the quick ratio, the better the company's liquidity position is. 
 
Debt Equity Ratio 
The debt-equity ratio is a leverage ratio that compares the company's total liabilities to its total shareholders' 
equity. It measures how much suppliers, lenders, creditors and such have committed to the company in 
comparison to what the shareholders have committed. Lower percentages indicate that a company is using 
less leverage and has a stronger equity position. 
 
Return on Equity 
ROE gauges the profit-generating efficiency of a company and helps investors determine whether a company 
operates well. Firms that are able to sustain profit from their operations typically have a competitive 
advantage - a feature that normally translates into superior returns for investors. The relationship between the 
company's profit and the investor's return makes ROE a particularly valuable metric to examine. It is 
calculated by dividing the company's net income by its shareholder equity. Generally speaking a company 
that has steadily increasing ROE is able to grow profits without dumping additional capital into the business. 
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It indicates management is operating efficiently and informs shareholders how well management is employing 
the investors' capital. 
 
Return on Assets 
ROA is an indicator of how profitable a company is relative to its total assets. ROA indicates how efficiently 
management uses assets to generate earnings. It is calculated by dividing a company's annual earnings by its 
total assets to show the "return on investment". I.e. ROA reveals how much profit a company earns for every 
dollar of its assets. 




Figure 8.3 - Top 30 German Companies – IFRS and GAAP Ratio Change Comparison 
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8.4 German Companies - IFRS and GAAP Financial Ratio Observations 
Current Ratio: As it evidenced in the company table above, the current ratio was largely unaffected by the 
implementation of IFRS with only slight variations between  the two standards. 
Quick Ratio: The quick ratio which is actually more conservative, is more largely affected due to the 
differences in reporting of inventory and current assets.  The differences change the 
liquidity outlook in the majority of the Germany companies sampled. This makes the 
companies appear more able to meet their short term obligations thereby decreasing risk for 
investors. 
Debt Equity Ratio: IFRS reporting results in a lower D/E ratio for the majority of the firms sampled in this 
study, in many cases lowering the D/E ratio substantially indicating that the firms rely less 
on outside financing and thus have less liability to outside entities.  This can help to 
convince investors of the investment worthiness of a company. 
Return on Equity: The effect of IFRS on the German sample has a tendency towards slight increases in ROE 
which indicates to investors that management is efficiently implementing their capital and 
that the company does not have to seek infusion from other sources thus improving the 
company outlook in the eyes of investors. 
Return on Assets:  Similar to the Current Ratio, ROA was one of the least affected by the implementation of 
IFRS with a large number of firms experiencing no significant shift at all.  The others 
samples were fairly evenly split which might be expected given that these companies are 
spread across a range of industries each of which is affected somewhat differently by IFRS 
reporting.  That said it appears evident that generally speaking IFRS implementation has no 
notable adverse effect on ROA. 




Figure 8.5 - Top 30 French Companies – IFRS and GAAP Ratio Change Comparison 
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8.6 French Companies - IFRS and GAAP Financial Ratio Observations 
Current Ratio: As it evidenced in the company table above, the current ratio was largely unaffected by the 
implementation of IFRS with only slight variations between  the two standards. 
Quick Ratio: The quick was significantly affected due to the differences in reporting of inventory and current 
assets.  The differences change the liquidity outlook in the majority of the French 
companies sampled. This makes the companies appear more able to meet their short term 
obligations thereby decreasing risk for investors. 
Debt Equity Ratio: IFRS reporting results in a lower D/E ratio were fairly evenly split for this sample firms 
in half it showered a decrease the company’s reliance on financing while some others were 
shown to have a higher reliance.  This can help to convince investors of the investment 
worthiness of a company and is a very valid indicator to consider. 
Return on Equity: The effect of IFRS on the French sample has a tendency towards slight increases in ROE 
which indicates to investors that management is efficiently implementing their capital and 
that the company does not have to seek infusion from other sources thus improving the 
company outlook in the eyes of investors. 
Return on Assets:  More than half of the French firms experienced no significant shift at all. The remainders 
were fairly evenly split. We might therefore confirm that the impact of IFRS 
implementation on profitability outlook therefore appears to rely heavily on your industry. 
  




Figure 8.7 - Top 30 British Companies – IFRS and GAAP Ratio Change Comparison 
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8.8 British Companies - IFRS and GAAP Financial Ratio Observations 
Current Ratio: Again, the current ratio was largely unaffected by the implementation of IFRS with only 
slight variations between the two standards in a handful of companies. 
Quick Ratio: The quick ratio which is largely affected due to the differences in reporting of inventory and 
current assets saw almost anonymous increases in the quick ratio with the exception of 
those companies for which data was unavailable for DataStream.  The differences change 
the liquidity outlook in the majority of the British companies sampled making them appear 
more able to meet their short term obligations thereby decreasing risk for investors. 
Debt Equity Ratio: The D/E ratio also saw a majority of companies increase when IFRS ratios were 
calculated. This makes the firms in the British market appear more reliant on outside 
financing and thus they are likely saddled with liability to outside entities.  This can help to 
convince investors of the investment worthiness of a company. 
Return on Equity: The effect of IFRS on the British companies had a tendency towards increases in ROE 
indicating that management is efficiently implementing their capital and that the company 
does not rely on outside sources of funding, thus improving the company outlook in the 
eyes of investors. 
Return on Assets:  Approximately one half of the British sample saw increases in the profitability outlook 
demonstrated by ROA.  Another quarter of the same experienced no significant change or 
had insufficient data to determine. Therefore we might determine that IFRS had a somewhat 
notable benefit for ROA for British companies. 
  




Figure 8.9 - Top 30 Italian Companies – IFRS and GAAP Ratio Change Comparison 
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8.9 Italian Companies - IFRS and GAAP Financial Ratio Observations 
Current Ratio: An overwhelming percentage of Italian corporate leader are comprised of financial 
institutions and insurers.  As a result the current assets and liabilities as well as the 
inventory data is largely unavailable and the data cannot be compared in a realistic manner. 
Quick Ratio: Again due to the makeup of corporate institutions in the Italian market, measurable and 
beneficial data cannot easily be rendered in regards to the effect of IFRS on Quick Ratios.. 
This makes the companies appear more able to meet their short term obligations thereby 
decreasing risk for investors. 
Debt Equity Ratio: More than half of the Itallian sample saw D/E ratios decrease under IFRS, indicating that 
the firms rely less heavily on outside financing and therefore have significant leverage. This 
can help to convince investors of the investment worthiness of a company. 
Return on Equity: The effect of IFRS on the Italian sample has a tendency towards increases in ROE which 
indicate efficiently in implementing investor capital and that the company need not seek 
other sources of finance. This improves the company outlook in the eyes of investors. 
Return on Assets:  ROA saw significant increases implementing the companies appear to have a greater 
profitability outlook under IFRS than standard GAAP. 
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8.10 Summary of Impact of IFRS on Financial Ratios 
 
This can be summarized quite quickly. Without any question without, IFRS implementation has an effect it 
positive or negative on the financial ratio output provided to investors. This data directly influences investor 
opinions and decisions and is therefore very much of note. The study is not comprehensive and detailed in 
testing for additional factors however, for the purpose of demonstrating that IFRS does in fact impact 
financial ratios it proved more than sufficient to demonstrate the correlation between the two.  This further 
supports the findings and opinions of prior researchers such as Blanchette et al. (2011), Hansen (2013), Lynch 
(2007), Lantto and Sahlström (2009) and numerous other researchers, highlighted in Chapter three, who 
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8.11 Conclusion  
A study set off to answer several research questions to do so for hypotheses were determined that needed to 
be tested against valid research data. The first of these was ‘H1: IFRS can alter financial ratios significantly’. 
As was clearly demonstrated here in chapter 8, the difference in reporting between standardized GAAP and 
IFRS reporting standards clearly results in varied financial ratio data. In some cases there are remarkably 
large shifts and at other times the shifts seem almost mundane, but the fact that the shifts do commonly occur 
is without question. 
Our second objective was to prove ‘H2: IFRS implementation applied to the largest companies, by 
revenue, can affect GDP significantly’. Chapter 7 unquestionably verified H1 to demonstrate that IFRS does 
in fact affect financial reporting and ratios. Financial ratios and GDP being two of the primary sources of data 
input to investors, establishing H1 help to ensure we could establish H2 as well. When looking at chapter 7 
and the effects of IFRS implementation on FDI and the resulting tax revenue increases that often accompany 
it as well as the measurable GDP growth demonstrated we can unquestionably ascertain that IFRS 
implementation does in fact impact GDP and the factors used to generate its growth. Remembering that the 
majority of substantial tax revenue is generated by the top companies in any given economy, having 
established the effects of IFRS on FDI and reporting for companies and the impact this has on tax revenues at 
the government level does a significant job of furthering this hypothesis. 
‘ H3: IFRS implemented across a global economy for statutory filing can shift economic wealth’ was 
also demonstrated in chapter 6. The direct inflows and outflows of FDI and large sums of capital associated 
with those shifts clearly demonstrate the movement of economic wealth across borders and its ability to boost 
up economic factors, boosting tax revenues, government expenditures and thereby fueling growth for 
companies and the economy as a whole. 
The final test was related to ‘H4: Successful IFRS implementation needs cooperation from investors, 
companies & governments’.  While this is perhaps the most abstract and difficult to grasp for some reviewing 
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the research, the supporting structure for the development of the multi-agent model developed by the author 
are sound. They are firmly supported by Classic Agency Theory, Public interest Theory, Interest Group 
Theory as well as the methods implemented by Habermas, i.e. the Habermas’ Approach.  The examples 
provided and demonstrated within the research show the multi-agent model’s ability to utilize all of these in 
conjunction and demonstrate the existing relationships between government entities, companies and investors.  
Something each of the individual models only manages in part by themselves to establish what the multi-
agent model manages in whole. 
 
8.16  Limitations of this Study and IFRS adoption 
 
There are a number of limitations to this study. First and foremost it does not take the standard approach of 
regression analysis performed by most researchers. Additionally though the selection of companies involved 
in numbered nearly 300 and only the top economies were utilized, there were still large research information 
gaps due to the fact at the time of this research not all countries involved in the study had adopted IFRS or 
converged to IFRS. Towards the completion of the study nearly all countries except for the United States and 
Japan have now adopted or converged to IFRS. Additional financial data which may be more pertinent in 
trying to more clearly demonstrate the proposed shifts and financial ratios and FDI might better be 
demonstrated with this added data. As in all studies that utilize samples, a larger or wider sample size would 
likely be beneficial in providing more useful data to the study. Additionally eliminating institutions such as 
those related to financial and insurance, which are often large outliers and extremely difficult to include, 
might create more relevant and focused data. Another additional idea might be to focus on the effects of 
specific markets within each of the 10 economies as opposed to the overall market and each economy and 
effort to identify the impact within that market on the country’s economy. This would also allow for more 
comparable data. 
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When asked what the most limiting factors to IFRS adoption are, uncertainty avoidance is perhaps 
highest on the list. Everyone recognizes that the trend towards IFRS adoption is the future but the long term 
affects and macroeconomic impacts are not well enough established to permit a feeling of familiarity or 
certainty from which the regulators can safely proceed.  
Another significant limitation is the fact that IFRS are not being adopted wholeheartedly. They’re 
being used for reporting purposes but they do not represent the whole truth of a company’s financial position 
as the companies must still utilize local GAAP for statutory filing. This hinders the IFRS effort as the rules 
are perhaps never fully understood or utilized in the spirit that they were intended because they hold no true 
authority in the eyes of local governments.  
Additionally we have the problem of label adopters. Many of the top economies do not regulate IFRS 
implementation sufficiently enough for them to be of value. As other less developed economies adopt and 
implement IFRS they will have that example to look to. Adoption equates to an at least a temporary influx of 
financial capital until investors come to the determination that IFRS afford them no protection in such 
environments.  
In combination with the issue of label adopters there is still considerable levels of both government 
and corporate corruption which erodes the value and effectiveness of IFRS in those economies. Both of these 
ideas speak directly to the fact that for IFRS implementation to be successful, we will require the investors 
who desire it, the corporate managers who adopt it working in the interest of themselves and investors and the 
government who implements and regulates to insure the investors are protected and the economy prospers. 
Corruption at any level in any of the relationships found in the multi-agent model leads to a destabilization 
and ultimately a collapse in the relationship. A healthy and well maintained multi-agent relationship is 
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essential to the proper implementation and utilization of IFRS not to mention the health of an economy as a 
whole. 
 
8.16  Future Research Opportunities 
Specific research opportunities that may be undertaken in the future include regression analysis of this data to 
provide analytical proof of the validity of data shifts. Additionally this would allow us to eliminate data with 
no statistical relevance and focus more specifically on relevant areas. Another recommended approach would 
be to focus more specifically on the effects of IFRS adoption on revenue reporting in the sample selection or a 
similar sample more targeted to market. 
 As the theory of multiagency is the intellectual property and development of the author, there are 
substantial opportunities to further verify its relevance by applying it to other areas of management not solely 
limiting it to transactions between government, companies and investors but rather extending its usage to any 
three parties involved in transactions that may involve substantial information asymmetry and a level of 
uncertainty avoidance. 
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Appendix 1  World Bank – DataBank - Key Definitions 
 
Generated via the World Bank – DataBank 
 (accessible at http://databank.worldbank.org/data/reports.aspx?source=2&country=DEU&series=&period=#) 
      
Indicator 
Name 
Tax revenue (current LCU) 
Long 
definition 
Tax revenue refers to compulsory transfers to the central government for public 
purposes. Certain compulsory transfers such as fines, penalties, and most social security 
contributions are excluded. Refunds and corrections of erroneously collected tax revenue 
are treated as negative revenue. 
Source International Monetary Fund, Government Finance Statistics Yearbook and data files. 





The IMF's Government Finance Statistics Manual 2001, harmonized with the 1993 
SNA, recommends an accrual accounting method, focusing on all economic events 
affecting assets, liabilities, revenues, and expenses, not just those represented by cash 
transactions. It accounts for all changes in stocks, so stock data at the end of an 
accounting period equal stock data at the beginning of the period plus flows over the 
period. The 1986 manual considered only debt stocks. 
 
Government finance statistics are reported in local currency. Many countries report 
government finance data by fiscal year; see country metadata for information on fiscal 
year end by country. 
Limitations 
and exceptions 
For most countries central government finance data have been consolidated into one 
account, but for others only budgetary central government accounts are available. 
Countries reporting budgetary data are noted in the country metadata. Because budgetary 
accounts may not include all central government units (such as social security funds), 
they usually provide an incomplete picture. In federal states the central government 
accounts provide an incomplete view of total public finance. 
 
Data on government revenue and expense are collected by the IMF through 
questionnaires to member countries and by the Organisation for Economic Co-operation 
and Development (OECD). Despite IMF efforts to standardize data collection, statistics 
are often incomplete, untimely, and not comparable across countries. 





Tax revenue (% of GDP) 
Long 
definition 
Tax revenue refers to compulsory transfers to the central government for public 
purposes. Certain compulsory transfers such as fines, penalties, and most social security 
contributions are excluded. Refunds and corrections of erroneously collected tax revenue 
are treated as negative revenue. 
Source International Monetary Fund, Government Finance Statistics Yearbook and data files, 
and World Bank and OECD GDP estimates. 
Topic Public Sector: Government finance: Revenue 









The IMF's Government Finance Statistics Manual 2001, harmonized with the 1993 
SNA, recommends an accrual accounting method, focusing on all economic events 
affecting assets, liabilities, revenues, and expenses, not just those represented by cash 
transactions. It accounts for all changes in stocks, so stock data at the end of an 
accounting period equal stock data at the beginning of the period plus flows over the 
period. The 1986 manual considered only debt stocks. 
 
Government finance statistics are reported in local currency. Many countries report 
government finance data by fiscal year; see country metadata for information on fiscal 
year end by country. 
Limitations 
and exceptions 
For most countries central government finance data have been consolidated into one 
account, but for others only budgetary central government accounts are available. 
Countries reporting budgetary data are noted in the country metadata. Because budgetary 
accounts may not include all central government units (such as social security funds), 
they usually provide an incomplete picture. In federal states the central government 
accounts provide an incomplete view of total public finance. 
 
Data on government revenue and expense are collected by the IMF through 
questionnaires to member countries and by the Organisation for Economic Co-operation 
and Development (OECD). Despite IMF efforts to standardize data collection, statistics 
are often incomplete, untimely, and not comparable across countries. 





Taxes on goods and services (% of revenue) 
Long 
definition 
Taxes on goods and services include general sales and turnover or value added taxes, 
selective excises on goods, selective taxes on services, taxes on the use of goods or 
property, taxes on extraction and production of minerals, and profits of fiscal monopolies. 
Source International Monetary Fund, Government Finance Statistics Yearbook and data files. 








The IMF's Government Finance Statistics Manual 2001, harmonized with the 1993 
SNA, recommends an accrual accounting method, focusing on all economic events 
affecting assets, liabilities, revenues, and expenses, not just those represented by cash 
transactions. It accounts for all changes in stocks, so stock data at the end of an 
accounting period equal stock data at the beginning of the period plus flows over the 
period. The 1986 manual considered only debt stocks. 
 
Government finance statistics are reported in local currency. Many countries report 
government finance data by fiscal year; see country metadata for information on fiscal 
year end by country. 
Limitations 
and exceptions 
For most countries central government finance data have been consolidated into one 
account, but for others only budgetary central government accounts are available. 
Countries reporting budgetary data are noted in the country metadata. Because budgetary 
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accounts may not include all central government units (such as social security funds), 
they usually provide an incomplete picture. In federal states the central government 
accounts provide an incomplete view of total public finance. 
 
Data on government revenue and expense are collected by the IMF through 
questionnaires to member countries and by the Organisation for Economic Co-operation 
and Development (OECD). Despite IMF efforts to standardize data collection, statistics 
are often incomplete, untimely, and not comparable across countries. 





Taxes on goods and services (current LCU) 
Long 
definition 
Taxes on goods and services include general sales and turnover or value added taxes, 
selective excises on goods, selective taxes on services, taxes on the use of goods or 
property, taxes on extraction and production of minerals, and profits of fiscal monopolies. 
Source International Monetary Fund, Government Finance Statistics Yearbook and data files. 





The IMF's Government Finance Statistics Manual 2001, harmonized with the 1993 
SNA, recommends an accrual accounting method, focusing on all economic events 
affecting assets, liabilities, revenues, and expenses, not just those represented by cash 
transactions. It accounts for all changes in stocks, so stock data at the end of an 
accounting period equal stock data at the beginning of the period plus flows over the 
period. The 1986 manual considered only debt stocks. 
 
Government finance statistics are reported in local currency. Many countries report 
government finance data by fiscal year; see country metadata for information on fiscal 
year end by country. 
Limitations 
and exceptions 
For most countries central government finance data have been consolidated into one 
account, but for others only budgetary central government accounts are available. 
Countries reporting budgetary data are noted in the country metadata. Because budgetary 
accounts may not include all central government units (such as social security funds), 
they usually provide an incomplete picture. In federal states the central government 
accounts provide an incomplete view of total public finance. 
 
Data on government revenue and expense are collected by the IMF through 
questionnaires to member countries and by the Organisation for Economic Co-operation 
and Development (OECD). Despite IMF efforts to standardize data collection, statistics 
are often incomplete, untimely, and not comparable across countries. 





Taxes on income, profits and capital gains (% of total taxes) 
Long 
definition 
Taxes on income, profits, and capital gains are levied on the actual or presumptive net 
income of individuals, on the profits of corporations and enterprises, and on capital gains, 
whether realized or not, on land, securities, and other assets. Intragovernmental payments 
are eliminated in consolidation. 
Source International Monetary Fund, Government Finance Statistics Yearbook and data files. 
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The IMF's Government Finance Statistics Manual 2001, harmonized with the 1993 
SNA, recommends an accrual accounting method, focusing on all economic events 
affecting assets, liabilities, revenues, and expenses, not just those represented by cash 
transactions. It accounts for all changes in stocks, so stock data at the end of an 
accounting period equal stock data at the beginning of the period plus flows over the 
period. The 1986 manual considered only debt stocks. 
 
Government finance statistics are reported in local currency. Many countries report 
government finance data by fiscal year; see country metadata for information on fiscal 
year end by country. 
Limitations 
and exceptions 
For most countries central government finance data have been consolidated into one 
account, but for others only budgetary central government accounts are available. 
Countries reporting budgetary data are noted in the country metadata. Because budgetary 
accounts may not include all central government units (such as social security funds), 
they usually provide an incomplete picture. In federal states the central government 
accounts provide an incomplete view of total public finance. 
 
Data on government revenue and expense are collected by the IMF through 
questionnaires to member countries and by the Organisation for Economic Co-operation 
and Development (OECD). Despite IMF efforts to standardize data collection, statistics 
are often incomplete, untimely, and not comparable across countries. 





Taxes on income, profits and capital gains (% of revenue) 
Long 
definition 
Taxes on income, profits, and capital gains are levied on the actual or presumptive net 
income of individuals, on the profits of corporations and enterprises, and on capital gains, 
whether realized or not, on land, securities, and other assets. Intragovernmental payments 
are eliminated in consolidation. 
Source International Monetary Fund, Government Finance Statistics Yearbook and data files. 








The IMF's Government Finance Statistics Manual 2001, harmonized with the 1993 
SNA, recommends an accrual accounting method, focusing on all economic events 
affecting assets, liabilities, revenues, and expenses, not just those represented by cash 
transactions. It accounts for all changes in stocks, so stock data at the end of an 
accounting period equal stock data at the beginning of the period plus flows over the 
period. The 1986 manual considered only debt stocks. 
 
Government finance statistics are reported in local currency. Many countries report 
government finance data by fiscal year; see country metadata for information on fiscal 
year end by country. 
Limitations 
and exceptions 
For most countries central government finance data have been consolidated into one 
account, but for others only budgetary central government accounts are available. 
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Countries reporting budgetary data are noted in the country metadata. Because budgetary 
accounts may not include all central government units (such as social security funds), 
they usually provide an incomplete picture. In federal states the central government 
accounts provide an incomplete view of total public finance. 
 
Data on government revenue and expense are collected by the IMF through 
questionnaires to member countries and by the Organisation for Economic Co-operation 
and Development (OECD). Despite IMF efforts to standardize data collection, statistics 
are often incomplete, untimely, and not comparable across countries. 
License Type Open 
 
  
Indicator Name Foreign direct investment, net inflows (% of GDP) 
Long definition 
Foreign direct investment are the net inflows of investment to acquire a lasting 
management interest (10 percent or more of voting stock) in an enterprise operating in an 
economy other than that of the investor. It is the sum of equity capital, reinvestment of 
earnings, other long-term capital, and short-term capital as shown in the balance of 
payments. This series shows net inflows (new investment inflows less disinvestment) in 
the reporting economy from foreign investors, and is divided by GDP. 
Source 
International Monetary Fund, International Financial Statistics and Balance of Payments 
databases, World Bank, International Debt Statistics, and World Bank and OECD GDP 
estimates. 
Topic Economic Policy & Debt: Balance of payments: Capital & financial account 
Periodicity Annual 
Aggregation 




Data on equity flows are based on balance of payments data reported by the International 
Monetary Fund (IMF). Foreign direct investment (FDI) data are supplemented by the 
World Bank staff estimates using data from the United Nations Conference on Trade and 
Development (UNCTAD) and official national sources. 
 
The internationally accepted definition of FDI (from the sixth edition of the IMF's 
Balance of Payments Manual [2009]), includes the following components: equity 
investment, including investment associated with equity that gives rise to control or 
influence; investment in indirectly influenced or controlled enterprises; investment in 
fellow enterprises; debt (except selected debt); and reverse investment. The Framework 
for Direct Investment Relationships provides criteria for determining whether cross-
border ownership results in a direct investment relationship, based on control and 
influence. Distinguished from other kinds of international investment, FDI is made to 
establish a lasting interest in or effective management control over an enterprise in 
another country. A lasting interest in an investment enterprise typically involves 
establishing warehouses, manufacturing facilities, and other permanent or long-term 
organizations abroad. Direct investments may take the form of greenfield investment, 
where the investor starts a new venture in a foreign country by constructing new 
operational facilities; joint venture, where the investor enters into a partnership agreement 
with a company abroad to establish a new enterprise; or merger and acquisition, where 
the investor acquires an existing enterprise abroad. The IMF suggests that investments 
should account for at least 10 percent of voting stock to be counted as FDI. In practice 
many countries set a higher threshold. Many countries fail to report reinvested earnings, 
and the definition of long-term loans differs among countries. BoP refers to Balance of 





Private financial flows - equity and debt - account for the bulk of development finance. 
Equity flows comprise foreign direct investment (FDI) and portfolio equity. Debt flows 
are financing raised through bond issuance, bank lending, and supplier credits. 
Limitations and 
exceptions 
FDI data do not give a complete picture of international investment in an economy. 
Balance of payments data on FDI do not include capital raised locally, an important 
source of investment financing in some developing countries. In addition, FDI data omit 
nonequity cross-border transactions such as intra-unit flows of goods and services. 
 
The volume of global private financial flows reported by the World Bank generally 
differs from that reported by other sources because of differences in sources, 
classification of economies, and method used to adjust and disaggregate reported 
information. In addition, particularly for debt financing, differences may also reflect how 
some installments of the transactions and certain offshore issuances are treated. 
 
Data on equity flows are shown for all countries for which data are available. 
General 
comments 
Note: Data starting from 2005 are based on the sixth edition of the IMF's Balance of 
Payments Manual (BPM6). 
License Type Open 
 
  
Indicator Name Foreign direct investment, net (BoP, current US$) 
Long definition 
Foreign direct investment are the net inflows of investment to acquire a lasting 
management interest (10 percent or more of voting stock) in an enterprise operating in an 
economy other than that of the investor. It is the sum of equity capital, reinvestment of 
earnings, other long-term capital, and short-term capital as shown in the balance of 
payments. This series shows total net FDI. In BPM6, financial account balances are 
calculated as the change in assets minus the change in liabilities. Net FDI outflows are 
assets and net FDI inflows are liabilities. Data are in current U.S. dollars. 
Source International Monetary Fund, Balance of Payments Statistics Yearbook and data files. 
Topic Economic Policy & Debt: Balance of payments: Capital & financial account 
Periodicity Annual 
General Note: Data are based on the sixth edition of the IMF's Balance of Payments Manual 
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comments (BPM6) and are only available from 2005 onwards. In BPM6, the headings of the 
financial account have been changed from credits and debits to net acquisition of 
financial assets and net incurrence of liabilities; i.e., all changes due to credit and debit 
entries are recorded on a net basis separately for financial assets and liabilities. Financial 
account balances are calculated as the change in assets minus the change in liabilities; 
signs are reversed from previous editions. 
License Type Open 
 
  
Indicator Name Foreign direct investment, net inflows (BoP, current US$) 
Long definition 
Foreign direct investment refers to direct investment equity flows in the reporting 
economy. It is the sum of equity capital, reinvestment of earnings, and other capital. 
Direct investment is a category of cross-border investment associated with a resident in 
one economy having control or a significant degree of influence on the management of an 
enterprise that is resident in another economy. Ownership of 10 percent or more of the 
ordinary shares of voting stock is the criterion for determining the existence of a direct 
investment relationship. Data are in current U.S. dollars. 
Source 
International Monetary Fund, Balance of Payments database, supplemented by data from 
the United Nations Conference on Trade and Development and official national sources. 







Data on equity flows are based on balance of payments data reported by the International 
Monetary Fund (IMF). Foreign direct investment (FDI) data are supplemented by the 
World Bank staff estimates using data from the United Nations Conference on Trade and 
Development (UNCTAD) and official national sources. 
 
The internationally accepted definition of FDI (from the sixth edition of the IMF's 
Balance of Payments Manual [2009]), includes the following components: equity 
investment, including investment associated with equity that gives rise to control or 
influence; investment in indirectly influenced or controlled enterprises; investment in 
fellow enterprises; debt (except selected debt); and reverse investment. The Framework 
for Direct Investment Relationships provides criteria for determining whether cross-
border ownership results in a direct investment relationship, based on control and 
influence. Distinguished from other kinds of international investment, FDI is made to 
establish a lasting interest in or effective management control over an enterprise in 
another country. A lasting interest in an investment enterprise typically involves 
establishing warehouses, manufacturing facilities, and other permanent or long-term 
organizations abroad. Direct investments may take the form of greenfield investment, 
where the investor starts a new venture in a foreign country by constructing new 
operational facilities; joint venture, where the investor enters into a partnership agreement 
with a company abroad to establish a new enterprise; or merger and acquisition, where 
the investor acquires an existing enterprise abroad. The IMF suggests that investments 
should account for at least 10 percent of voting stock to be counted as FDI. In practice 
many countries set a higher threshold. Many countries fail to report reinvested earnings, 




Private financial flows - equity and debt - account for the bulk of development finance. 
Equity flows comprise foreign direct investment (FDI) and portfolio equity. Debt flows 
 214 | P a g e  
 
are financing raised through bond issuance, bank lending, and supplier credits. 
Limitations and 
exceptions 
FDI data do not give a complete picture of international investment in an economy. 
Balance of payments data on FDI do not include capital raised locally, an important 
source of investment financing in some developing countries. In addition, FDI data omit 
nonequity cross-border transactions such as intra-unit flows of goods and services. 
 
The volume of global private financial flows reported by the World Bank generally 
differs from that reported by other sources because of differences in sources, 
classification of economies, and method used to adjust and disaggregate reported 
information. In addition, particularly for debt financing, differences may also reflect how 
some installments of the transactions and certain offshore issuances are treated. 
 
Data on equity flows are shown for all countries for which data are available. 
General 
comments 
Note: Data starting from 2005 are based on the sixth edition of the IMF's Balance of 
Payments Manual (BPM6). 
License Type Open 
 
  
Indicator Name Foreign direct investment, net outflows (% of GDP) 
Long definition 
Foreign direct investment refers to direct investment equity flows in an economy. It is the 
sum of equity capital, reinvestment of earnings, and other capital. Direct investment is a 
category of cross-border investment associated with a resident in one economy having 
control or a significant degree of influence on the management of an enterprise that is 
resident in another economy. Ownership of 10 percent or more of the ordinary shares of 
voting stock is the criterion for determining the existence of a direct investment 
relationship. This series shows net outflows of investment from the reporting economy to 
the rest of the world, and is divided by GDP. 
Source 
International Monetary Fund, Balance of Payments database, supplemented by data from 
the United Nations Conference on Trade and Development and official national sources. 
Topic Economic Policy & Debt: Balance of payments: Capital & financial account 
Periodicity Annual 
Aggregation 
method Weighted average 





Data on equity flows are based on balance of payments data reported by the International 
Monetary Fund (IMF). Foreign direct investment (FDI) data are supplemented by the 
World Bank staff estimates using data from the United Nations Conference on Trade and 
Development (UNCTAD) and official national sources. 
 
The internationally accepted definition of FDI (from the sixth edition of the IMF's 
Balance of Payments Manual [2009]), includes the following components: equity 
investment, including investment associated with equity that gives rise to control or 
influence; investment in indirectly influenced or controlled enterprises; investment in 
fellow enterprises; debt (except selected debt); and reverse investment. The Framework 
for Direct Investment Relationships provides criteria for determining whether cross-
border ownership results in a direct investment relationship, based on control and 
influence. Distinguished from other kinds of international investment, FDI is made to 
establish a lasting interest in or effective management control over an enterprise in 
another country. A lasting interest in an investment enterprise typically involves 
establishing warehouses, manufacturing facilities, and other permanent or long-term 
organizations abroad. Direct investments may take the form of greenfield investment, 
where the investor starts a new venture in a foreign country by constructing new 
operational facilities; joint venture, where the investor enters into a partnership agreement 
with a company abroad to establish a new enterprise; or merger and acquisition, where 
the investor acquires an existing enterprise abroad. The IMF suggests that investments 
should account for at least 10 percent of voting stock to be counted as FDI. In practice 
many countries set a higher threshold. Many countries fail to report reinvested earnings, 




Private financial flows - equity and debt - account for the bulk of development finance. 
Equity flows comprise foreign direct investment (FDI) and portfolio equity. Debt flows 
are financing raised through bond issuance, bank lending, and supplier credits. 
Limitations and 
exceptions 
FDI data do not give a complete picture of international investment in an economy. 
Balance of payments data on FDI do not include capital raised locally, an important 
source of investment financing in some developing countries. In addition, FDI data omit 
nonequity cross-border transactions such as intra-unit flows of goods and services.The 
volume of global private financial flows reported by the World Bank generally differs 
from that reported by other sources because of differences in sources, classification of 
economies, and method used to adjust and disaggregate reported information. In addition, 
particularly for debt financing, differences may also reflect how some installments of the 
transactions and certain offshore issuances are treated.Data on equity flows are shown for 
all countries for which data are available. 
General 
comments 
Note: Data starting from 2005 are based on the sixth edition of the IMF's Balance of 
Payments Manual (BPM6). 
License Type Open 
 
  
Indicator Name Foreign direct investment, net outflows (BoP, current US$) 
Long definition 
Foreign direct investment refers to direct investment equity flows in an economy. It is the 
sum of equity capital, reinvestment of earnings, and other capital. Direct investment is a 
category of cross-border investment associated with a resident in one economy having 
control or a significant degree of influence on the management of an enterprise that is 
resident in another economy. Ownership of 10 percent or more of the ordinary shares of 
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voting stock is the criterion for determining the existence of a direct investment 
relationship. This series shows net outflows of investment from the reporting economy to 
the rest of the world. Data are in current U.S. dollars. 
Source 
International Monetary Fund, Balance of Payments database, supplemented by data from 
the United Nations Conference on Trade and Development and official national sources. 
Topic Economic Policy & Debt: Balance of payments: Capital & financial account 
Periodicity Annual 
Aggregation 




Data on equity flows are based on balance of payments data reported by the International 
Monetary Fund (IMF). Foreign direct investment (FDI) data are supplemented by the 
World Bank staff estimates using data from the United Nations Conference on Trade and 
Development (UNCTAD) and official national sources. 
 
The internationally accepted definition of FDI (from the sixth edition of the IMF's 
Balance of Payments Manual [2009]), includes the following components: equity 
investment, including investment associated with equity that gives rise to control or 
influence; investment in indirectly influenced or controlled enterprises; investment in 
fellow enterprises; debt (except selected debt); and reverse investment. The Framework 
for Direct Investment Relationships provides criteria for determining whether cross-
border ownership results in a direct investment relationship, based on control and 
influence. Distinguished from other kinds of international investment, FDI is made to 
establish a lasting interest in or effective management control over an enterprise in 
another country. A lasting interest in an investment enterprise typically involves 
establishing warehouses, manufacturing facilities, and other permanent or long-term 
organizations abroad. Direct investments may take the form of greenfield investment, 
where the investor starts a new venture in a foreign country by constructing new 
operational facilities; joint venture, where the investor enters into a partnership agreement 
with a company abroad to establish a new enterprise; or merger and acquisition, where 
the investor acquires an existing enterprise abroad. The IMF suggests that investments 
should account for at least 10 percent of voting stock to be counted as FDI. In practice 
many countries set a higher threshold. Many countries fail to report reinvested earnings, 




Private financial flows - equity and debt - account for the bulk of development finance. 
Equity flows comprise foreign direct investment (FDI) and portfolio equity. Debt flows 
are financing raised through bond issuance, bank lending, and supplier credits. 
Limitations and 
exceptions 
FDI data do not give a complete picture of international investment in an economy. 
Balance of payments data on FDI do not include capital raised locally, an important 
source of investment financing in some developing countries. In addition, FDI data omit 
nonequity cross-border transactions such as intra-unit flows of goods and services. 
 
The volume of global private financial flows reported by the World Bank generally 
differs from that reported by other sources because of differences in sources, 
classification of economies, and method used to adjust and disaggregate reported 
information. In addition, particularly for debt financing, differences may also reflect how 
some installments of the transactions and certain offshore issuances are treated. 
 
Data on equity flows are shown for all countries for which data are available. 
General Note: Data starting from 2005 are based on the sixth edition of the IMF's Balance of 
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comments Payments Manual (BPM6). 
License Type Open 
 
  
Indicator Name Foreign direct investment, net outflows (% of GDP) 
Long definition 
Foreign direct investment refers to direct investment equity flows in an economy. It is the 
sum of equity capital, reinvestment of earnings, and other capital. Direct investment is a 
category of cross-border investment associated with a resident in one economy having 
control or a significant degree of influence on the management of an enterprise that is 
resident in another economy. Ownership of 10 percent or more of the ordinary shares of 
voting stock is the criterion for determining the existence of a direct investment 
relationship. This series shows net outflows of investment from the reporting economy to 
the rest of the world, and is divided by GDP. 
Source 
International Monetary Fund, Balance of Payments database, supplemented by data from 
the United Nations Conference on Trade and Development and official national sources. 
Topic Economic Policy & Debt: Balance of payments: Capital & financial account 
Periodicity Annual 
Aggregation 




Data on equity flows are based on balance of payments data reported by the International 
Monetary Fund (IMF). Foreign direct investment (FDI) data are supplemented by the 
World Bank staff estimates using data from the United Nations Conference on Trade and 
Development (UNCTAD) and official national sources.The internationally accepted 
definition of FDI (from the sixth edition of the IMF's Balance of Payments Manual 
[2009]), includes the following components: equity investment, including investment 
associated with equity that gives rise to control or influence; investment in indirectly 
influenced or controlled enterprises; investment in fellow enterprises; debt (except 
selected debt); and reverse investment. The Framework for Direct Investment 
Relationships provides criteria for determining whether cross-border ownership results in 
a direct investment relationship, based on control and influence. Distinguished from other 
kinds of international investment, FDI is made to establish a lasting interest in or 
effective management control over an enterprise in another country. A lasting interest in 
an investment enterprise typically involves establishing warehouses, manufacturing 
facilities, and other permanent or long-term organizations abroad. Direct investments 
may take the form of greenfield investment, where the investor starts a new venture in a 
foreign country by constructing new operational facilities; joint venture, where the 
investor enters into a partnership agreement with a company abroad to establish a new 
enterprise; or merger and acquisition, where the investor acquires an existing enterprise 
abroad. The IMF suggests that investments should account for at least 10 percent of 
voting stock to be counted as FDI. In practice many countries set a higher threshold. 
Many countries fail to report reinvested earnings, and the definition of long-term loans 
differs among countries. BoP refers to Balance of Payments. 
Development 
relevance 
Private financial flows - equity and debt - account for the bulk of development finance. 
Equity flows comprise foreign direct investment (FDI) and portfolio equity. Debt flows 
are financing raised through bond issuance, bank lending, and supplier credits. 




FDI data do not give a complete picture of international investment in an economy. 
Balance of payments data on FDI do not include capital raised locally, an important 
source of investment financing in some developing countries. In addition, FDI data omit 
nonequity cross-border transactions such as intra-unit flows of goods and services. 
 
The volume of global private financial flows reported by the World Bank generally 
differs from that reported by other sources because of differences in sources, 
classification of economies, and method used to adjust and disaggregate reported 
information. In addition, particularly for debt financing, differences may also reflect how 
some installments of the transactions and certain offshore issuances are treated. 
 
Data on equity flows are shown for all countries for which data are available. 
General 
comments 
Note: Data starting from 2005 are based on the sixth edition of the IMF's Balance of 
Payments Manual (BPM6). 
License Type Open 
 
  
Indicator Name Foreign direct investment, net outflows (BoP, current US$) 
Long definition 
Foreign direct investment refers to direct investment equity flows in an economy. It is the 
sum of equity capital, reinvestment of earnings, and other capital. Direct investment is a 
category of cross-border investment associated with a resident in one economy having 
control or a significant degree of influence on the management of an enterprise that is 
resident in another economy. Ownership of 10 percent or more of the ordinary shares of 
voting stock is the criterion for determining the existence of a direct investment 
relationship. This series shows net outflows of investment from the reporting economy to 
the rest of the world. Data are in current U.S. dollars. 
Source 
International Monetary Fund, Balance of Payments database, supplemented by data from 
the United Nations Conference on Trade and Development and official national sources. 
Topic Economic Policy & Debt: Balance of payments: Capital & financial account 
Periodicity Annual 
Aggregation 




Data on equity flows are based on balance of payments data reported by the International 
Monetary Fund (IMF). Foreign direct investment (FDI) data are supplemented by the 
World Bank staff estimates using data from the United Nations Conference on Trade and 
Development (UNCTAD) and official national sources. 
 
The internationally accepted definition of FDI (from the sixth edition of the IMF's 
Balance of Payments Manual [2009]), includes the following components: equity 
investment, including investment associated with equity that gives rise to control or 
influence; investment in indirectly influenced or controlled enterprises; investment in 
fellow enterprises; debt (except selected debt); and reverse investment. The Framework 
for Direct Investment Relationships provides criteria for determining whether cross-
border ownership results in a direct investment relationship, based on control and 
influence. Distinguished from other kinds of international investment, FDI is made to 
establish a lasting interest in or effective management control over an enterprise in 
another country. A lasting interest in an investment enterprise typically involves 
establishing warehouses, manufacturing facilities, and other permanent or long-term 
organizations abroad. Direct investments may take the form of greenfield investment, 
where the investor starts a new venture in a foreign country by constructing new 
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operational facilities; joint venture, where the investor enters into a partnership agreement 
with a company abroad to establish a new enterprise; or merger and acquisition, where 
the investor acquires an existing enterprise abroad. The IMF suggests that investments 
should account for at least 10 percent of voting stock to be counted as FDI. In practice 
many countries set a higher threshold. Many countries fail to report reinvested earnings, 




Private financial flows - equity and debt - account for the bulk of development finance. 
Equity flows comprise foreign direct investment (FDI) and portfolio equity. Debt flows 
are financing raised through bond issuance, bank lending, and supplier credits. 
Limitations and 
exceptions 
FDI data do not give a complete picture of international investment in an economy. 
Balance of payments data on FDI do not include capital raised locally, an important 
source of investment financing in some developing countries. In addition, FDI data omit 
nonequity cross-border transactions such as intra-unit flows of goods and services.The 
volume of global private financial flows reported by the World Bank generally differs 
from that reported by other sources because of differences in sources, classification of 
economies, and method used to adjust and disaggregate reported information. In addition, 
particularly for debt financing, differences may also reflect how some installments of the 
transactions and certain offshore issuances are treated.Data on equity flows are shown for 
all countries for which data are available. 
General 
comments 
Note: Data starting from 2005 are based on the sixth edition of the IMF's Balance of 
Payments Manual (BPM6). 
License Type Open 
 
  
Indicator Name GDP (constant LCU) 
Long definition 
GDP is the sum of gross value added by all resident producers in the economy plus any 
product taxes and minus any subsidies not included in the value of the products. It is 
calculated without making deductions for depreciation of fabricated assets or for 
depletion and degradation of natural resources. Data are in constant local currency. 
Source World Bank national accounts data, and OECD National Accounts data files. 
Topic 
Economic Policy & Debt: National accounts: Local currency at constant prices: 
Aggregate indicators 
Periodicity Annual 
Base Period varies by country 
License Type Open 
 
  
Indicator Name GDP (current LCU) 
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Long definition 
GDP at purchaser's prices is the sum of gross value added by all resident producers in the 
economy plus any product taxes and minus any subsidies not included in the value of the 
products. It is calculated without making deductions for depreciation of fabricated assets 
or for depletion and degradation of natural resources. Data are in current local currency. 
Source World Bank national accounts data, and OECD National Accounts data files. 
Topic 
Economic Policy & Debt: National accounts: Local currency at current prices: Aggregate 
indicators 
Periodicity Annual 
License Type Open 
 
  
Indicator Name GDP growth (annual %) 
Long definition 
Annual percentage growth rate of GDP at market prices based on constant local currency. 
Aggregates are based on constant 2005 U.S. dollars. GDP is the sum of gross value added 
by all resident producers in the economy plus any product taxes and minus any subsidies 
not included in the value of the products. It is calculated without making deductions for 
depreciation of fabricated assets or for depletion and degradation of natural resources. 
Source World Bank national accounts data, and OECD National Accounts data files. 
Topic Economic Policy & Debt: National accounts: Growth rates 
Periodicity Annual 
Aggregation 




Gross domestic product (GDP) represents the sum of value added by all its producers. 
Value added is the value of the gross output of producers less the value of intermediate 
goods and services consumed in production, before accounting for consumption of fixed 
capital in production. The United Nations System of National Accounts calls for value 
added to be valued at either basic prices (excluding net taxes on products) or producer 
prices (including net taxes on products paid by producers but excluding sales or value 
added taxes). Both valuations exclude transport charges that are invoiced separately by 
producers. Total GDP is measured at purchaser prices. Value added by industry is 
normally measured at basic prices. When value added is measured at producer prices. 
 
Growth rates of GDP and its components are calculated using the least squares method 
and constant price data in the local currency. Constant price U.S. dollar series are used to 
calculate regional and income group growth rates. Local currency series are converted to 
constant U.S. dollars using an exchange rate in the common reference year. 
Development 
relevance 
An economy's growth is measured by the change in the volume of its output or in the real 
incomes of its residents. The 2008 United Nations System of National Accounts (2008 
SNA) offers three plausible indicators for calculating growth: the volume of gross 
domestic product (GDP), real gross domestic income, and real gross national income. 
The volume of GDP is the sum of value added, measured at constant prices, by 
households, government, and industries operating in the economy. GDP accounts for all 
domestic production, regardless of whether the income accrues to domestic or foreign 
institutions. 




Each industry's contribution to growth in the economy's output is measured by growth in 
the industry's value added. In principle, value added in constant prices can be estimated 
by measuring the quantity of goods and services produced in a period, valuing them at an 
agreed set of base year prices, and subtracting the cost of intermediate inputs, also in 
constant prices. This double-deflation method requires detailed information on the 
structure of prices of inputs and outputs.In many industries, however, value added is 
extrapolated from the base year using single volume indexes of outputs or, less 
commonly, inputs. Particularly in the services industries, including most of government, 
value added in constant prices is often imputed from labor inputs, such as real wages or 
number of employees. In the absence of well defined measures of output, measuring the 
growth of services remains difficult.Moreover, technical progress can lead to 
improvements in production processes and in the quality of goods and services that, if not 
properly accounted for, can distort measures of value added and thus of growth. When 
inputs are used to estimate output, as for nonmarket services, unmeasured technical 
progress leads to underestimates of the volume of output. Similarly, unmeasured 
improvements in quality lead to underestimates of the value of output and value added. 
The result can be underestimates of growth and productivity improvement and 
overestimates of inflation.Informal economic activities pose a particular measurement 
problem, especially in developing countries, where much economic activity is 
unrecorded. A complete picture of the economy requires estimating household outputs 
produced for home use, sales in informal markets, barter exchanges, and illicit or 
deliberately unreported activities. The consistency and completeness of such estimates 
depend on the skill and methods of the compiling statisticians.Rebasing of national 
accounts can alter the measured growth rate of an economy and lead to breaks in series 
that affect the consistency of data over time. When countries rebase their national 
accounts, they update the weights assigned to various components to better reflect current 
patterns of production or uses of output. The new base year should represent normal 
operation of the economy - it should be a year without major shocks or distortions. Some 
developing countries have not rebased their national accounts for many years. Using an 
old base year can be misleading because implicit price and volume weights become 
progressively less relevant and useful.To obtain comparable series of constant price data 
for computing aggregates, the World Bank rescales GDP and value added by industrial 
origin to a common reference year. Because rescaling changes the implicit weights used 
in forming regional and income group aggregates, aggregate growth rates are not 
comparable with those from earlier editions with different base years. Rescaling may 
result in a discrepancy between the rescaled GDP and the sum of the rescaled 
components. To avoid distortions in the growth rates, the discrepancy is left unallocated. 
As a result, the weighted average of the growth rates of the components generally does 
not equal the GDP growth rate. 
License Type Open 
 
  
Indicator Name GDP per capita, PPP (constant 2011 international $) 
Long definition 
GDP per capita based on purchasing power parity (PPP). PPP GDP is gross domestic 
product converted to international dollars using purchasing power parity rates. An 
international dollar has the same purchasing power over GDP as the U.S. dollar has in the 
United States. GDP at purchaser's prices is the sum of gross value added by all resident 
producers in the economy plus any product taxes and minus any subsidies not included in 
the value of the products. It is calculated without making deductions for depreciation of 
fabricated assets or for depletion and degradation of natural resources. Data are in 
constant 2011 international dollars. 
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Source World Bank, International Comparison Program database. 
Topic Economic Policy & Debt: Purchasing power parity 
Periodicity Annual 
Base Period 2011 
Aggregation 
method Weighted average 
License Type Open 
 
  
Indicator Name GDP, PPP (constant 2011 international $) 
Long definition 
PPP GDP is gross domestic product converted to international dollars using purchasing 
power parity rates. An international dollar has the same purchasing power over GDP as 
the U.S. dollar has in the United States. GDP is the sum of gross value added by all 
resident producers in the economy plus any product taxes and minus any subsidies not 
included in the value of the products. It is calculated without making deductions for 
depreciation of fabricated assets or for depletion and degradation of natural resources. 
Data are in constant 2011 international dollars. 
Source World Bank, International Comparison Program database. 
Topic Economic Policy & Debt: Purchasing power parity 
Periodicity Annual 
Base Period 2011 
Aggregation 
method Gap-filled total 
License Type Open 
 
  
Indicator Name GDP, PPP (constant 2011 international $) 
Long definition 
PPP GDP is gross domestic product converted to international dollars using purchasing 
power parity rates. An international dollar has the same purchasing power over GDP as 
the U.S. dollar has in the United States. GDP is the sum of gross value added by all 
resident producers in the economy plus any product taxes and minus any subsidies not 
included in the value of the products. It is calculated without making deductions for 
depreciation of fabricated assets or for depletion and degradation of natural resources. 
Data are in constant 2011 international dollars. 
Source World Bank, International Comparison Program database. 
Topic Economic Policy & Debt: Purchasing power parity 
Periodicity Annual 
Base Period 2011 
Aggregation 
method Gap-filled total 
License Type Open 
 
  
Indicator Name GDP, PPP (current international $) 
Long definition 
PPP GDP is gross domestic product converted to international dollars using purchasing 
power parity rates. An international dollar has the same purchasing power over GDP as 
the U.S. dollar has in the United States. GDP is the sum of gross value added by all 
resident producers in the economy plus any product taxes and minus any subsidies not 
included in the value of the products. It is calculated without making deductions for 
depreciation of fabricated assets or for depletion and degradation of natural resources. 
Data are in current international dollars. For most economies PPP figures are extrapolated 
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from the 2011 International Comparison Program (ICP) benchmark estimates or imputed 
using a statistical model based on the 2011 ICP. For 47 high- and upper middle-income 
economies conversion factors are provided by Eurostat and the Organisation for 
Economic Co-operation and Development (OECD). 
Source World Bank, International Comparison Program database. 
Topic Economic Policy & Debt: Purchasing power parity 
Periodicity Annual 
Aggregation 




Because exchange rates do not always reflect differences in price levels between 
countries, GDP and GDP per capita estimates are converted into international dollars 
using purchasing power parity (PPP) rates. PPP rates provide a standard measure 
allowing comparison of real levels of expenditure between countries, just as conventional 
price indexes allow comparison of real values over time. 
 
PPP rates are calculated by simultaneously comparing the prices of similar goods and 
services among a large number of countries. In the most recent round of price surveys 
conducted by the International Comparison Program (ICP) in 2011, 199 economies 
participated. The PPP conversion factors come from three sources. For 47 high- and 
upper middle-income countries conversion factors are provided by Eurostat and the 
Organisation for Economic Co-operation and Development (OECD). For the remaining 
2011 ICP countries the PPP estimates are extrapolated from the 2011 ICP benchmark 
results, which account for relative price changes between each economy and the United 
States. For countries that did not participate in the 2011 ICP round, the PPP estimates are 
imputed using a statistical model. More information on the results of the 2011 ICP is 
available at www.worldbank.org/data/icp. 
License Type Open 
 
  
Indicator Name General government final consumption expenditure (constant 2005 US$) 
Long definition 
General government final consumption expenditure (formerly general government 
consumption) includes all government current expenditures for purchases of goods and 
services (including compensation of employees). It also includes most expenditures on 
national defense and security, but excludes government military expenditures that are part 
of government capital formation. Data are in constant 2005 U.S. dollars. 
Source World Bank national accounts data, and OECD National Accounts data files. 
Topic 
Economic Policy & Debt: National accounts: US$ at constant 2005 prices: Expenditure 
on GDP 
Periodicity Annual 
Base Period 2005 
Aggregation 




Gross domestic product (GDP) from the expenditure side is made up of household final 
consumption expenditure, general government final consumption expenditure, gross 
capital formation (private and public investment in fixed assets, changes in inventories, 
and net acquisitions of valuables), and net exports (exports minus imports) of goods and 




An economy's growth is measured by the change in the volume of its output or in the real 
incomes of its residents. The 2008 United Nations System of National Accounts (2008 
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SNA) offers three plausible indicators for calculating growth: the volume of gross 
domestic product (GDP), real gross domestic income, and real gross national income. 
The volume of GDP is the sum of value added, measured at constant prices, by 
households, government, and industries operating in the economy. GDP accounts for all 




Because policymakers have tended to focus on fostering the growth of output, and 
because data on production are easier to collect than data on spending, many countries 
generate their primary estimate of GDP using the production approach. Moreover, many 
countries do not estimate all the components of national expenditures but instead derive 
some of the main aggregates indirectly using GDP (based on the production approach) as 
the control total. 
 
Measures of growth in consumption and capital formation are subject to two kinds of 
inaccuracy. The first stems from the difficulty of measuring expenditures at current price 
levels. The second arises in deflating current price data to measure volume growth, where 
results depend on the relevance and reliability of the price indexes and weights used. 
Measuring price changes is more difficult for investment goods than for consumption 
goods because of the one-time nature of many investments and because the rate of 
technological progress in capital goods makes capturing change in quality difficult. (An 
example is computers - prices have fallen as quality has improved.) 
 
To obtain government consumption in constant prices, countries may deflate current 
values by applying a wage (price) index or extrapolate from the change in government 
employment. Neither technique captures improvements in productivity or changes in the 
quality of government services. 
License Type Open 
 
  
Indicator Name General government final consumption expenditure (constant LCU) 
Long definition 
General government final consumption expenditure (formerly general government 
consumption) includes all government current expenditures for purchases of goods and 
services (including compensation of employees). It also includes most expenditures on 
national defense and security, but excludes government military expenditures that are part 
of government capital formation. Data are in constant local currency. 
Source World Bank national accounts data, and OECD National Accounts data files. 
Topic 
Economic Policy & Debt: National accounts: Local currency at constant prices: 
Expenditure on GDP 
Periodicity Annual 
Base Period varies by country 
License Type Open 
 
  
Indicator Name GNI (constant LCU) 
Long definition 
GNI (formerly GNP) is the sum of value added by all resident producers plus any product 
taxes (less subsidies) not included in the valuation of output plus net receipts of primary 
income (compensation of employees and property income) from abroad. Data are in 
constant local currency. 
Source World Bank national accounts data, and OECD National Accounts data files. 
Topic 
Economic Policy & Debt: National accounts: Local currency at constant prices: 
Aggregate indicators 
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Periodicity Annual 





GNI (constant 2005 US$) 
Long 
definition 
GNI (formerly GNP) is the sum of value added by all resident producers plus any 
product taxes (less subsidies) not included in the valuation of output plus net receipts of 
primary income (compensation of employees and property income) from abroad. Data are 
in constant 2005 U.S. dollars. 
Source World Bank national accounts data, and OECD National Accounts data files. 
Topic Economic Policy & Debt: National accounts: US$ at constant 2005 prices: Aggregate 
indicators 
Periodicity Annual 






Because development encompasses many factors - economic, environmental, cultural, 
educational, and institutional - no single measure gives a complete picture. However, the 
total earnings of the residents of an economy, measured by its gross national income 
(GNI), is a good measure of its capacity to provide for the well-being of its people. 
License Type Open 
 
  
Indicator Name GNI growth (annual %) 
Long definition 
GNI (formerly GNP) is the sum of value added by all resident producers plus any product 
taxes (less subsidies) not included in the valuation of output plus net receipts of primary 
income (compensation of employees and property income) from abroad. 
Source World Bank national accounts data, and OECD National Accounts data files. 
Topic Economic Policy & Debt: National accounts: Growth rates: 
Periodicity Annual 
Aggregation 
method Weighted average 
License Type Open 
    
  Generated via the World Bank - DataBank  
(accessible at http://databank.worldbank.org/data/reports.aspx?source=2&country=DEU&series=&period=#) 
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Appendix 3  Top 30 Globally Listed Companies per Economy 
 
Appendix 3.1   Key Definitions for Top Listed Companies 
 
 
Ranking The Global Ranking of the Company 
Name The Company’s Common Name 
CR Current Ratio 
QR Quick Ratio 
TL Total Liabilities 
TA Total Assets 
TC Total Capital 
TL2 Total Liabilities 
EBIT Earnings Before Interest and Tax 
TIE Total Interest Expense 
NI Net Income 
CSE Common Shareholder’s Equity 
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Appendix 3.2   Top Listed Companies in America (Global Rank 1)
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Appendix 3.3   Top Listed Companies in China (Global Rank 2) 
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Appendix 3.4   Top Listed Companies in Japan (Global Rank 3)
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Appendix 3.5   Top Listed Companies in Germany (Global Rank 4)
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Appendix 3.6   Top Listed Companies in France (Global Rank 5)
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Appendix 3.7   Top Listed Companies in the UK (Global Rank 6)
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Appendix 3.8   Top Listed Companies in Brazil (Global Rank 7)
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Appendix 3.9   Top Listed Companies in Russia (Global Rank 8)
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Appendix 3.10  Top Listed Companies in Italy (Global Rank 9)
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Appendix 3.11  Top Listed Companies in India (Global Rank 10) 
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